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If you are planning a new bank 
building, you ought to read... 


The Fundamentals of Good 
Bank Building 


By ALFRED HOPKINS 


Specialist in Bank Architecture 


It gives you complete information 
in regard to every phase of bank 
building; aids you in carrying 
out your own pet ideas; and sug- 
gests to you other ideas which 
have proven successful and which 
you might otherwise neglect. 


Written in a fresh and informal 
style, the book has the rare com- 
bination of being both entertain- 


ing and profitable. 


It i profusely illustrated, and 
attractively printed and bound. 


ORDER BLANK 


BANKERS PUBLISHING COMPANY Send for 
185 Madison Avenue, New York 

You may send me postpaid for examination “The Funda- a copy 
mentals of Good Bank Building,” by Alfred Hopkins. 

Within five days after its receipt I will send you $7.50 in 
full payment or return the book. on 


approval 





The Publisher’s Page 


HE ALARMING increase in bank failures during the 

last few years, together with depressed business condi- 

tions, has brought forth an unusually large crop of pro- 

posed bank legislation, both Federal and state. Perhaps 

the most important of these proposed measures is the 
Glass Bill, introduced into the Senate by Senator Carter Glass. 
This bill is so extensive and complex that the banker may not 
be able to devote to it the time necessary for a thorough under- 
standing of its contents, but in an editorial beginning on page 261 
he will find the chief provisions of the bill analyzed in an impartial 
fashion. Of interest, too, to the banker is the recent amendment 
to the Federal Reserve Act, commonly called the Glass-Steagall 
Bill. The text of this new law, which makes important changes 
in the Federal Reserve Act with reference to loans to member 
banks and to the security required against the issue of Federal 
Reserve notes, will be found on pages 305-306. 


WuiE Coneress and the various state legislatures are endeavor- 
ing to solve banks’ problems by enacting new laws, other sugges- 
tions are being advanced by economists and financiers. In this 
issue, beginning on page 271, is presented an interesting solution 
of the small bank’s problem by FREDERICK A. Braprorp, associate 
professor of economics at Lehigh University. Professor Bradford 
recommends making the small bank a “service station” for checks. 
“Of most importance,” he says, “would be a reduction of local loans 
to a minimum. Only loans of short term and assured liquidity 
should be granted to the bank’s own customers. Of the remaining 
assets, a sizable primary reserve of cash and deposits with other 
banks should be maintained while the rest of the assets—aside 
from the necessary building and equipment—should consist of 
high-grade secondary reserves such as open-market commercial 
paper, bankers’ acceptances, United States Government securities 
and the like. . . . In order to augment the bank’s income and 
secure a profit, it would be necessary to levy a charge against 
depositors sufficient to cover the cost—including a reasonable 
profit—of handling their accounts.” 


WHILE THE advantages of the living trust to the client are 
common knowledge to trust executives, little note has been taken 
of its advantages to the fiduciary corporation, says Leman A. 
CAMBREY, vice-president and trust officer of the First National 
Bank and Trust Company of Flint, Mich., in an article, “The 


{Continued on page xIv] 
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Living Trust and the Bank,” which begins on page 275. Mr. Cam- 
brey analyzes a typical case where a bank is named as executor 
and trustee of an estate and then compares the fees received from 
these duties with those which would have been received from the 
same estate if the individual had been sold a living trust at the 
time when he named the bank as executor and trustee of his 
estate after his death. The fees in the latter case were approxi- 
mately four times those in the former. 


Many PEOPLE, at the beginning of 1931, felt that the late summer 
might bring the beginning of a basic business recovery, basing 
their beliefs on what occurred in 1921. Why these beliefs failed, 
and what the differences were in economic conditions between the 
latter part of 1931 and that of 1921, are explained in an article, 
“1931 Versus 1921,” by R. Dana SKINNER, economist for Young 
and Ottley, Inc. “The most sensational feature of the present 
depression, since the end of October 1929,” says Mr. Skinner, 
“has been the drop in speed of turnover in business at large as 
measured by the figures on turnover of banking resources. It has 
been this diminished turnover which has heavily offset the con- 
structive possibilities of larger funds available for investment and 
the recent tendency toward greater credit and currency inflation. 
No such drop in speed of turnover took place in the 1919-21 
depression. In fact the average turnover of 1920 was greater 
than that of 1919, and the turnover of 1921 was greater than 
that of 1920. In sharp contrast to this earlier depression, there 
was a drop in turnover from the index figure of 153 in October, 
1929, to 10314 in October, 1930, and a further drop to 67 in 
October, 1931.” 


“InasMucH As the National Credit Corporation, the Recon- 
struction Finance Corporation, the Treasury Department and 
Congress have indicated the intention of co-operating with the 
banks in banking problems, then it is reasonably to be expected 
that the banks should co-operate among themselves through their 
already established group organizations to combat one of the 
principal elements in their problem—namely, depositor fear.” 
So says Eucrene H. Burnis in the third of a series of articles on 
“The Evolution of Bank Statements,” which begins on page 307. 
“Self-interest,” says Mr. Burris, “demands co-operation.” 


BEGINNING on page 311 is the last of a series of seven articles 
by Bensamin L. FisHpacu on “Risks of the Tellers’ Depart- 
ment.” This month’s article explains the two general systems in 
use in the organization of bank tellers’ departments—the sectional 
and the unit—and gives the advantages and disadvantages of each. 
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The Union Bank of Australia, Limited | 
| Established 1837. Incorporated 1880: 


CAPITAL AUTHORIZED AND ISSUED... £12,000,000 
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Manager—W. A. LAING Assistant Manager—G. S. GODDEN 
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Agents and Correspondents in all parts of the World 


The Bank offers facilities for the transaction of every description of 
Banking business in Australia and New Zealand. 


Bills negotiated or sent for collection. Commercial and Circular Credits 
issued available throughout the World. 
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banks and transacts every description of 
Australian Banking Business 


Current accounts opened in Australia for Overseas Banks and Deposits received 
for fixed periods on terms which may be ascertained upon application. 


Agents and ar emi throughout the World 
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HIS pamphlet, outlining the services rendered 
by our English Trust subsidiary—the Guaranty 
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We invite trust companies, banks, lawyers and 
other executors and administrators to avail them- 
selves of the facilities of our British trust subsidiary, 
for the prompt and efficient administration of 
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Editorial Comment 
THE GLASS BILL 


by Senator Glass contains the fol- 

lowing preamble: “To provide for 
the safer and more effective use of the 
assets of Federal Reserve banks and of 
National banking associations, to regu- 
late inter-bank control, to prevent the 
undue diversion of funds into specula- 
tive operations, and for other purposes.” 
That these specific objects are desirable 
is generally recognized, and that some of 
the provisions of the bill would greatly 
help in their attainment may be con- 
ceded. 

This measure is so extensive and com- 
plex that a detailed consideration of all 
its provisions is not practicable, but some 
attention may be given to its leading 
objects and to some of its minor pro 
visions. 

Perhaps it may be characterized chiefly 
as a measure “to prevent the undue di- 
version of funds into speculative opera- 
tions,” as the preamble states. Whether 
the speculative propensities of mankind 
can be cured by legislation is exceedingly 
doubtful. But it is possible by legisla- 
tion to make it less easy for the banks 
and great industrial corporations to min- 
ister to this speculative propensity. To 
accomplish this end the bill provides that 
the credit facilities of the Federal Re- 
serve System “shall not be extended to 
member banks for the purpose of making 
or carrying loans covering investments, 
or facilitating the carrying of, or trading 
in stocks, bonds, or other investment se- 
curities other than obligations of the 
United States.” To enforce this pro- 
vision it is further provided: “The Fed- 
eral Reserve Board may, in its discretion, 
suspend for not more than one year from 
the use of the credit facilities of the Fed- 
eral Reserve System any member bank 


To bill introduced in the Senate 


inaking undue, unauthorized or improper 
use of such facilities.” The authorized 
use of these facilities is easily ascertain- 
able from the law itself and from the 
rules made in its interpretation and ap- 
plication. But what would be an “un- 
due” or “improper” use of such facilities 
is something to be left altogether to the 
discretion of the Federal Reserve Board. 
This would give to the board consider- 
able latitude in controlling what might 
be entirely legitimate banking functions. 

Does any one know with certainty 
that loans of the character indicated— 
some of them at any rate—are not just 
as much “for the accommodation of com- 
merce, industry and agriculture” as those 
loans intended strictly for that purpose? 
The line between commercial and invest- 
ment banking is less clearly defined than 
this prohibition implies. Loans on col- 
lateral securities may be made for strictly 
commercial purposes. 

But if there really exists such a sharp 
division between the two types of bank- 
ing as seems to be assumed in this bill, 
might it not be better to separate them 
altogether? This would call for the for- 
mation of a special class of banks to 
handle the underwriting and distribution 
of securities—investment banks. 

Another provision of the bill designed 
to prevent the making of loans for specu- 
lative purpose is as follows: “No cor- 
poration, foreign or domestic, other than 
banks incorporated under the laws of a 
state or of the United States operating 
within the United States and engaged in 
commerce as defined in this act, shall 
make to any individual, other corpora- 
tion (except its own subsidiaries), private 
banker, or incorporated banker, loans se- 
cured by collateral.” This is intended 
to put a stop to outside loans to brokers, 
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a practice held to be largely respon- 
sible for the recent mania in stock 
speculation. 

A large part of the bill relates to cur- 
ing the evils considered to be inherent 
in banking afhliates of one kind and an- 
other. Here again, if these ills are as 
serious as supposed, would it not be as 
well to reform them altogether by sever- 
ing such relations? 

The bill contains a number of pro- 
visions for regulating bank holding com- 
panies, group and chain banking. With 
the growth of these types of banking it 
was to be expected that legal regulation 
of them would follow. It is generally 
regarded as desirable, and to a reasonable 
extent will be welcomed by the more 
carefully managed concerns. 

Another provision of the bill of much 
public interest relates to the formation 
of a special liquidating corporation to 
handle the assets of insolvent banks. 
The capital of this corporation is to be 
supplied by the Federal Reserve banks 
and by the member banks, subscription 
to the shares being mandatory. Assets 
of insolvent banks are to be offered to 
the liquidating corporation, but their 
purchase is at the discretion of the board 
of directors. For some time there has 
been discussion of the practicability of 
devising a speedier and more economical 
settlement of the affairs of closed banks 
than is practicable under the existing 
methods. Bank failures cause widespread 
distress, and any sound plan for lessen- 
ing this distress is to be welcomed. It 
seems doubtful, however, to make it 
mandatory on the going banks to buy 
stock in a concern whose business is the 
acquisition of the assets of failed banks. 
Indirectly, at least, this means that live 
banks will tie themselves up with dead 
banks. It is a bad connection. Prefer- 
ably, a liquidating corporation to effect 
the purpose aimed at by this provision 
of the Glass bill should be formed by 
interests outside the banks, and instead 
of acquiring the assets of failed banks by 
outright purchase, it should take over 
their administration as liquidating trustee. 
Doubtless, in many cases, some imme- 
diate relief could be afforded depositors 
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in failed banks by advancing part of 
their claims. 

Here is one provision of the bill which 
can only be classed as fantastic and ab- 
surd. It is this: “No Federal Reserve 
agent, nor any officer, director or em- 
ploye or other representative of any 
Federal Reserve bank, shall participate 
in any conference or other negotiations 
ef any kind with the officers, directors 
or employes or other representatives of 
any foreign bank or banker without first 
cbtaining the permission of the Federal 
Reserve Board.” What this childish 
provision of the bill is aiming at could 
be assured by providing that any agree- 
ment between the Federal Reserve and 
foreign banks should, before becoming 
effective, have the approval of the Fed- 
eral Reserve Board. 

There is another provision in the bill 
for prohibiting “outside” loans for specu- 
lative purposes. It is as follows: “No 
member bank shall act as the medium or 
agent of any non-banking corporation 
or individual in making loans secured 
by collateral; and no member bank shall 
make loans or discount paper for any 
corporation or individual who shall at 
the time of making or renewing any such 
loan have outstanding such loans secured 
by collateral in favor of any investment 
banker, broker, member of any stock ex- 
change, or any dealer in securities.” 

Investments by national banks are to 
be limited in the following manner: “The 
business of purchasing and selling invest- 
ment securities shall hereafter be limited 
to purchasing and selling such securities 
without recourse, solely upon the order, 
and for the account of, customers, and in 
no case for its own account, and no such 
association shall underwrite any issue of 
securities except that any such associa- 
tion may purchase and hold for its own 
account investment securities to such an 
amount and of such kind as may by 
regulation be prescribed by the Comp- 
troller of the Currency, but in no event 
shall the total amount of such investment 
securities of any one obligor or maker 
held by such association exceed 10 per 
centum of the total amount of such issue 
outstanding, nor shall the total amount 
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of the securities so purchased and held 
for its own account at any time exceed 
1j per centum of the amount of the 
capital stock of such association actually 
paid in and unimpaired and 25 per 
centum of its unimpaired surplus fund. 
No such association shall pur- 
chase or hold any obligation of any cor- 
poration unless such corporation and any 
predecessor thereof earned for each of 
the five years preceding such purchase at 
least 4 per centum upon the outstanding 
capital stock of the corporation.” (These 
limitations do not apply to obligations 
of the United States, or to general ob- 
ligations of any state or its political sub- 
divisions, nor to obligations issued under 
authority of the Federal Farm Loan 
Act.) 

The deposit liability of national banks 
is to be thus limited in proportion to 
capital, surplus and undivided profits: 
“No such association shall have capital 
funds, including capital stock, surplus 
and undivided profits, less in the aggre- 
gate than 15 per centum of its average 
deposit liabilities for the calendar year 
preceding the last condition report fur- 
nished the Comptroller of the Currency.” 
(The Comptroller may suspend this re- 
quirement for successive periods of 
ninety days, but not to exceed one year 
in all.) While the requirement that 
banking capital should bear a fair pro- 
portion to deposit liabilities is obviously 
sound, the adjustment of this proportion 
in each year will be difficult, owing to 
the fluctuating character of deposits. 

Any existing links between national 
and other member banks and investment 
houses are to be thus summarily severed: 
“From and after January 1, 1933, no 
oficer of any national bank or member 
bank shall be an officer of any unincor- 
porated association or corporation en- 
gaged primarily in the business of pur- 
chasing, selling, or negotiating securities, 
or an employe of such unincorporated 
association or corporation or of any in- 
dividual or copartnership engaged in 
such business; and no national bank or 
member bank shall perform the func- 
tions of a correspondent bank on behalf 
of any such individual, copartnership, 
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unincorporated association or corpora- 
tion; and no such individual, copartner- 
ship, unincorporated association or cor- 
poration, shall perform the functions of 
a correspondent for any national bank or 
member bank.” The aim of this provi- 
sion of the bill may be laudable, but the 
means to be employed in effecting it seem 
to go far beyond the requirements of the 
case. 

Section twenty-three of the bill pro- 
vides that from March 1, 1934, share- 
holders of national banks are prohibited 
from owning stock in “any afhliate of 
such association organized under the 
laws of any state for the purpose of 
underwriting, dealing or trading in 
securities.” The succeeding section de- 
fines under what conditions shares of 
national banks may be voted by affiliates, 
and also requires that the affiliates shall 
be subject to examination by the Comp- 
troller of the Currency. Affiliates are 
to deposit with the Comptroller obliga- 
tions of the United States to an amount 
equal to 10 per cent. of their capital as 
a protection against liability due to own- 
ership of shares in banks that may be- 
come insolvent. 

One of the provisions applicable to 
affiliates in respect of their being per- 
mitted to vote their shares held in na- 
tional banks is as follows: “Every such 
afhliate, association, corporation, or part- 
nership shall, at the time of application 
for such voting permit, file a statement 
with the Comptroller of the Currency 
that it does not own, control, or have 
any interest in, or is not participating in 
the management or direction of, any 
afhliate formed for the purpose of, or 
engaged in, the issue, flotation, under- 
writing, public sale, or distribution at 
wholesale or retail or through syndicate 
participation of stocks, bonds, deben- 
tures, notes, or other securities of any 
sort.” 

This is intended to cure abuses that 
have developed through the formation of 
a number of subsidiary investment con- 
cerns by banking affliates. 

Branch banks within state limits are 
authorized, the privilege being limited to 
banks having not less than $1,000,000 
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capital. For each branch capital is to 
be set aside to an amount at least equal 
to the minimum capital required by law 
for the organization of a national bank 
in the place in which such branch is 
situated. The aggregate capital of the 
parent bank and branches must not be 
less than the amount required by law for 
the establishment of an equal number of 
national banks situated in the various 
places. 

It will be seen that the Glass bill dis- 
cards the theoretical “trade areas” fav- 
ored by the Comptroller of the Cur- 
rency and puts state boundaries in their 
place. Neither limitation is free from 
objection, but the state lines are at least 
definite. 

If fresh capital must be assigned to 
each branch bank, much of the advan- 
tage of the branch system will be lost, 
although such a requirement is necessary 
to assure the strength of the branches if 
banks with capital as low as $1,000,000 
are to be granted the branch privilege. 

A real branch banking system is in- 


compatible with numerous parent banks 


of small capital. It calls for a limited 
banking monopoly—a few banks with 
large capital. What the Glass bill is 
attempting is to give the branch privi- 
lege to numerous banks of comparatively 
small capital. 

The bill proposes to change the legal 
rate of interest by permitting banks to 
charge 1 per cent. above the rate of dis- 
count fixed by the district Federal Re- 
serve Bank, if this shall be higher than 
the legal rate. Interest rates to deposi- 
tors are to be not more than one-half the 
legal rate, “and whenever such’ deposi- 
tors are bankers who maintain balances 
with other banks, no such association or 
member bank shall promise or pay for 
the maintenance with it of such bankers’ 
balance a rate of interest in excess of 
the current rate of discount of the Fed- 
eral Reserve Bank of the district in 
which the depository bank is located, or 
in excess of 2% per centum, whichever 
rate shall be the smaller.” As this pro- 
vision is applicable “as a consideration 
for the maintenance of deposit balances 
or accounts,” it will have a serious effect 
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on national banks operating thrift de- 
partments. Where, for example, the 
legal rate is 6 per cent. they can pay no 
more than 3 per cent. on savings ac- 
counts should this provision be enacted 
into law. But there is an even more 
drastic provision relating to the payment 
of interest on deposits. It is this: “No 
such association or member bank shall 
promise or pay to any depositor any in- 
terest or other compensation for the 
maintenance of balances subject to 
check.” 

The attempt to fix interest on deposit 
by statute is of doubtful wisdom; for 
the reason that conditions governing the 
rate of interest are by no means fixed, 
and there may be circumstances which 
would make imperative a higher rate 
than this bill would permit. If deposi- 
tors having large balances subject to 
check are not to receive interest or other 
compensation, the effect will be to drive 
such deposits away from national banks 
to other places where regulations are less 
stringent. 

The high rates of interest paid on de- 
posits contribute to unprofitable bank- 
ing. Banks are taking note of this fact 
and are by voluntary action seeking to 
remedy the situation. A reform effected 
in this manner is more desirable than to 
bring it about by statutory enactment. 
After all, bankers should be allowed 
reasonable latitude in conducting their 
business. 

Corporations engaged in inter-state 
commerce are to be prohibited from de- 
positing their funds with any bank, 
banker, banking association or trust 
company, except banking associations in- 
corporated under the laws of the United 
States or its territories. This would put 
into the Federal statutes the prohibition, 
already contained in most of the state 
laws, against the receipt of deposits by 
foreign banks located in the United 
States. This prohibition is parochial in 
character, and makes it difficult for New 
York to function as an international 
money center. Other countries may be 
expected to retaliate by placing like ob- 
stacles to the operations of American 
banks located abroad. 
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A change is proposed in the member- 
ship of the Federal Reserve Board, the 
Secretary of the Treasury being omitted 
as an ex-officio member. But since the 
members are all, as at present, to be ap- 
pointees of the President, the objection 
to the political character of the board 
remains. 

Some general observations on the bill 
may not be out of place. Its main pur- 
pose seems to be the correction of evils 
that have developed in the conduct of 
bank subsidiaries and affiliates. These 
evils are indefensible. But it is less 
certain that some of the provisions of 
the bill are not more far-reaching than 
these offenses demand. The bill would 
appear also to proceed on the assump- 
tion that buying and marketing of securi- 
ties are operations more or less danger- 
ous, if not disreputable, and with which 
banks should have nothing to do. Is 
such an assumption correct? May not 


this business be of almost or quite as 
much importance to national prosperity 
and the public welfare as purely com- 


mercial bank transactions? If it should 
be concluded that the handling of in- 
vestment securities is not a related bank- 
ing function, then we shall have to rele- 
gate this business into private hands or 
transfer it to investment banks to be 
formed under state or Federal laws. The 
problem is one for further examination 
and discussion. 

Some patent defects of the Federal 
Reserve Act remain uncorrected by this 
bill. As already stated, the connection be- 
tween the Government and the Federal 
Reserve banks will not be materially 
altered by the proposed omission of the 
Secretary of the Treasury from member- 
ship of the Federal Reserve Board, since 
all the members will still be appointees 
of the President of the United States. 

Nor does the bill contain any provi- 
sions for curing the inflationary features 
of the system. It must be admitted that 
this is not an opportune time for bank- 
ing legislation of this character, for we 
are now in a period of tremendous de- 
flation. But some day attention should 
be given to the factors which lead to 
inflation, and when this is done it will 
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be found that certain features of the 
Federal Reserve System must be held 
partly accountable for the inflation 
which always precedes deflation. 

It is to be regretted that the bill fails 
to take note of the peculiar situation of 
the Federal Reserve Bank of New York, 
an institution which by force of circum- 
stances is compelled to discharge certain 
central banking functions under a re- 
gional banking system. If this country 
is to continue to play an important part 
in international finance, and if New 
York is ever to attain a position of world 
leadership in this field, the Federal Re- 
serve Bank of New York should be 
properly equipped to discharge the re- 
sponsibilities such leadership must carry. 
The Glass bill moves in the contrary 
direction, confirming the provincial char- 
acter of the Federal Reserve banks, in- 
cluding the New York institution. 

Senator Glass has brought forward a 
measure designed to remedy abuses de- 
veloped in our complex banking systems. 
As these abuses have grown up under 
extraordinary conditions, the measures 
proposed for curing them may go beyond 
actual requirements. 

In the main, the bill seeks to assure 
sound banking by statutory enactment, 
greatly circumscribing the liberty of 
judgment and action on the part of the 
bankers themselves. It is doubtful 
whether this policy is really calculated 
to produce strong, capable bankers, 
which is the real need of the country. 

A bill so sweeping as this should be 
subjected to the most searching examina- 
tion and discussion before being placed 
on the statute book. 


UNWARRANTED FEARS OF 
INFLATION 


UR European friends in particu- 
C) lar appear to be much exercised 

over their fears of inflation in 
this country as a result of the formation 
of the Reconstruction Finance Corpora- 
tion. Their fears are unwarranted. 
What the organization in question is 
designed to accomplish is to check the 
ruinous deflation which has proceeded 
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to such lengths that some extraordinary 
expedient was necessary to halt its 
further destructive course. It was espe- 
cially formed to put an end to the ex- 
isting widespread distrust of banks 
which has already brought the number 
of failures in recent months up to record 
figures and caused the hoarding of cur- 
rency on a large scale, thus making it 
necessary for many banks to curtail 
credit and to liquidate their securities in 
a falling and demoralized market. 

The Reconstruction Finance Corpora- 
tion has not been created to finance 
fresh undertakings, but rather to extend 
reasonable aid to the railways, banks 
and other institutions whose resources 
have been depleted or rendered unavail- 
able under present conditions. 

Immediate inflation—caused by specu- 
lation, and the undue prosecution of 
manufacturing and trading—can hardly 
be expected to originate in conditions 
such as now prevail. Those who have 
almost childlike faith in their ability to 
acquire wealth easily and quickly 
through stock speculation are ex- 
tremely reluctant at present to put this 
faith to the test even though many 
securities are now selling at a price that 
makes them attractive to the most con- 
servative minds. Nor is there any 
credible evidence that the American 
people are just now inclined to rush 
into enterprises of any kind. They are 
cool to “propositions,” however allur- 
ingly they may be presented to them. 
It will take something more than the Re- 
construction Finance Corporation to 
change this state of mind. What this 
organization can do is to arrest the 
spread of fear and distrust and to render 
real help in quarters where such assis- 
tance is greatly needed. But until cor- 
porations show larger earning powers 
interest in the share market will be lan- 
guid. And manufacturing and trading 
will remain at a low level until signs of 
profit are forthcoming. 

The Reconstruction Finance Corpora- 
tion is a special device created to meet 
extraordinary circumstances, and when 
the purpose of its creation has been ful- 
filled it will come to an end. It is re- 


assuring that its operations have been 
entrusted to men of wide financial ex 
perience and sound judgment. Under 
their guidance, it will not become an 
instrumentality of inflation. 


THE HOARDING OF CURRENCY 
(J sich propo hoarding has reached 


such proportions as to attract the 

attention of President Hoover, 
who has called on a number of civic 
organizations to use their influence 
among the people to counteract the dis- 
trust of banks which the hoarding of 
money indicates. 

The fear which has caused this action 
by bank depositors is far from being 
groundless. With banks failing at the 
rate prevailing for several months past, 
it is not much wonder that people have 
taken fright and have withdrawn their 
money from the banks. They have seen 
banks go down that for years have been 
strong in the public confidence. How 
could they be sure that their bank could 
withstand the storm? 

But while this action of the public is 
explicable on the grounds stated, it is 
unjustifiable nevertheless. This would 
not be so were there any real reasons 
for distrusting the banks universally. 
There are no such reasons. Thousands 
cf safe banks exist all over the country, 
and they will remain safe. They are 
to be found in practically every com- 
munity. Even if sound commercial and 
savings banks did not exist, there are 
the Postal Savings banks, backed by the 
Government of the United States. So 
that there is no valid excuse for cur- 
rency hoarding. 

If distrust were limited to banks, one 
might more readily criticise these insti- 
tutions for not conducting their opera’ 
tions in a manner to retain public con- 
fidence. But the distrust is by no means 
confined to the banks. It is widespread. 
In a time like this it is hardly to be ex’ 
pected that banks would be in the posi- 
tion of Caesar’s wife. There are some 
countries, however, where trust in the 
banks has remained unshaken, those of 
England and the British Isles in general 
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offering the most conspicuous examples. 
But England, Wales, Scotland and Ire- 
land are compact geographically, and 
economically also to a considerable ex- 
tent. Centuries of civilization have de- 
veloped a high degree of conservatism 
among the inhabitants. The banks are 
few and large and managed with great 
skill and probity. Probably this country 
has more banks so managed than have 
the countries mentioned. But it is sure 
that we have a great many more man- 
aged with less skill. Our numerous 
banking systems will grow stronger and 
safer as business in general further takes 
on these better characteristics. Still, 
there is plenty of room for improvement 
of banking standards. We have placed 
so much dependence upon legislation to 
effect this improvement, only to see our 
hopes frustrated, that the banks may be 
forced to conclude that real reform must 
come from within. 


MINDING OUR OWN BUSINESS 


A T a recent public discussion in New 
York, one of the speakers—a dis- 

tinguished member of the United 
States Senate—expressed the opinion 
that the people of this country should 
withdraw their attention from interna- 
tional affairs and mind their own busi- 


ness. Whatever may be the abstract 
value of this counsel, its inconsistency 
under present circumstances must be ap- 
parent to any one who takes the time 
and trouble to give the matter a slight 
degree of mental attention. Before the 
speaker in question had given his audi- 
ence the sage advice mentioned the 
chairman of the meeting had read some 
figures showing that our foreign invest- 
ments, including some ownership of fac- 
tories, was in excess of $20,000,000,000. 
Now, it would seem that a considerable 
part of minding our own business would 
consist in watching this by no means 
trifling sum. 

But the truth is that the advice given 
by the distinguished Senator is belated. 
Once it might have been timely and per- 
tinent. It is no longer so. If President 
Wilson had really kept us out of war, 
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if we had never made huge loans to the 
Allies and to various states, municipali- 
ties and industries all over the world, 
then the policy of minding our own 
business might have some application. 

This policy of a close nationalism as 
opposed to international participation is 
debatable, and men will naturally differ 
about it just as they do about other 
matters. But debate will not alter the 
actual situation. We are now deeply 
involved in international politics and 
finance, and immediate withdrawal is 
impossible, even if desirable. Much of 
this changed situation was brought about 
by the war. To effect a reversal of con- 
ditions in any measurable period of time 
will not be easy. We can hardly expect 
to go back to the position of compara- 
tive isolation which existed prior to 
1914. What we shall have to do is to 
accept the facts as they are, to deal with 
them with what wisdom and patience we 
can command, and to co-operate with 
others in the solution of their problems 
as offering the best means of helping 
ourselves. Minding our own business 
would be excellent counsel if revolutions 
went backward. 


MR. MELLON GOES TO LONDON 


HE appointment of Secretary of 
the Treasury Andrew W. Mellon 


to succeed General Charles G. 
Dawes as Ambassador to England was 
an event of special interest. In the first 
place, it serves to call attention to his 
long service at the head of the Treasury 
Department, only Albert Gallatin hav- 
ing served longer. Then Mr. Mellon’s 
task has been one of great magnitude 
and of no little difficulty. He had to 
lay upon the country the heavy hand of 
taxation to meet the huge aftermath of 
the Great War and to provide for a 
steady and rapid reduction of the pub- 
lic debt in order to bring it down from 
the unwieldy proportions it had attained 
at the close of the conflict. He con- 
sistently carried out his policy of debt 
reduction in the face of vigorous pro- 
tests that his course was putting an un- 
due burden on enterprise. The wisdom 
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of his action is now clear. For unless 
the public debt had been largely reduced 
when such reduction was not only pos- 
sible but comparatively easy, the credit 
of the United States would be much less 
than it is at present. How necessary is 
the protection of the country’s credit 1s 
something that clearly emerges in times 
of serious depression. It is very doubt- 
ful whether the taxes imposed in order 
to carry out this policy of debt redemp- 
tion had much if anything to do with 
our present difficulties. 

Mr. Mellon’s appointment cannot fail 
to be interpreted as bearing an impor- 
tant relation to the vexed problem of 
reparations and __inter-governmental 
debts. He may be trusted to uphold the 
interests of his own country, but will 
not be unmindful of the fact that those 
interests may best be served by a just 
consideration of the position of other 
countries. 

The office of Secretary of the Trea- 
sury is commonly held as third in impor- 
tance in the Government, ranking next 
to that of the President and the Speaker 
of the House of Representatives. 
Though Mr. Mellon’s duties, under the 
conditions of the times, may not have 
been such as to enhance his popularity, 
the skillful manner in which he dis- 
charged them strongly appealed to per- 
sons of judicious minds who understood 
the magnitude and complexities of the 
problems with which he had to deal. He 
will rank in history as among the ablest 
of his distinguished predecessors at the 
head of the Treasury. 

It is fortunate that Mr. Mellon’s suc- 
cessor is one of such wide experience and 
sound views as Ogden Mills. He will 
prove a safe guide in the management 
of the country’s fiscal affairs. 


THE “UNITED STATES” AS A 
“DEFAULTER” 


OREIGN bonds in default are dealt 
F with in a recent issue of The Econ- 


omist of London. In the pub- 


lished list the “United States” appears, 
the outstanding issues in default being 
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set down at $95,474,000, with interest in 
arrears amounting to $297,181,250. A 
note to the table of defaulting securities 
explains that the “United States” loans 
in default include the Confederate 
States cotton loan of $12,000,000 and 
obligations of eight Southern States. 
That a Confederate States obligation 
should be included in this category is 
inexplicable. Nor is it less accurate to 
imply, as the statement clearly does, that 
the “United States” is in default on any 
of its obligations. Such is not the fact. 

While the Southern States are, geo- 
graphically, a part of the United States, 
and properly to be included in speaking 
of the country generally, they have a 
separate and independent existence in 
respect of their debt-creating powers and 
their debt-paying obligations. And this, 
of course, is true of all the states. 

This being the case, it is inaccurate 
to place the United States in a list of 
countries whose obligations are in de 
fault. Nor does the publication of such 
misinformation contribute to that good 
feeling among nations which is so highly 
desirable under present world condi- 
tions. 

In discussing this matter it is not the 
purpose to revive an old controversy, 
nor to defend.the attitude of those states 
which have failed to pay their debts, al- 
though some of them believe they have 
a perfectly valid defense. But under 
our present dual system of government 
the United States could not assume re- 
sponsibility for the payment of the debts 
incurred by the forty-eight states com- 
prising the Federal Union. This for 
the very good reason that the Federal 
Government has no control over the 
creation of such debts nor of the ex- 
penditure of their proceeds. 

If the Federal Government is blam- 
able at all in this matter it is because of 
a provision in the Constitution of the 
United States (Article XI), which says: 
“The judicial power of the United States 
shall not be construed to extend to any 
suit in law or equity commenced or 
prosecuted against one of the United 
States by citizens of another state, or 
by citizens or subjects of any foreign 
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state.” In other words, the holders of 
the defaulted bonds are without effec- 
tive remedy. This is a factor always to 
be taken into consideration in making 
investments of any kind, for the possi- 
bility of default is rarely absent. 
Probably the holders of these de- 
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faulted obligations might accept Shake- 
speare’s maxim that “Things without 
remedy should be without regard.” At 
any rate, when next holding up default- 
ing countries to the world’s scorn they 
should omit the “United States,” for it 
does not belong there. 


Greater Liquidity for Banks Urged 


serve Act so as to compel banks to 
maintain a specified minimum per- 
centage of their funds invested in 
United States Government securities or 
other highly liquid assets eligible for re- 
discount at the Federal Reserve Bank, 
or in the form of vault cash or other 
cash items, was proposed recently by 
Professor Major B. Foster, chairman of 
the department of banking and finance 
of New York University. 
Professor Foster illustrated his plan in 
the following manner: 


_ penne rem to the Federal Re- 


“Suppose the standard be that 50 per 
cent. of total net demand and time de- 
posits shall be represented by surplus 
cash items, United States Government 
securities and paper eligible for redis- 
count. Then, for illustration, say that 
the penaltv shall be a per cent. per an- 
num on all ineligible loans and invest- 
ments for so long a time as the member 
bank shall fail to maintain the 50 per 
cent. standard and that the penalty shall 
progress as follows: 

“One per cent. on all ineligible loans 
and investments whenever the ratio of 
surplus cash and eligible loans and in- 
vestments to deposits shall fall below 
50 per cent. but not below 45 per cent.; 
1% per cent. when the ratio shall fall 
below 45 per’cent. but not below 40 per 
cent., and so on, progressing at the rate 
of one-half of 1 per cent. additional 
penalty for each successive drop of 5 
per cent. in the standard ratio. Thus, if 


a member bank permitted its ratio to fall 
to 25 per cent., it would be required to 
pay a penalty equal to 3 per cent. per 
annum on all its ineligible loans and in- 
vestments. 

“Under these circumstances, a member 
bank, in self-defense, would be prac: 
tically compelled to charge a substantial 
premium, perhaps 3 per cent., on in- 
eligible loans and to convert ineligible 
investments into cash, Government se- 
curities or eligible loans until its stand- 
ard 50 per cent. ratio would have been 
restored. 

“Preliminary studies indicate that it 
probably would not be necessary for this 
purpose, to discriminate among central 
reserve city, reserve city and country 
banks, as is now done in fixing the 
minimum legal reserve requirement. It 
would probably be wise, however, to fix 
different percentages against time and 
demand deposits, provided they can be 
distinguished for practical purposes. 
And I believe such distinction can be 
made, provided time deposits are more 
clearly defined by the act and provided, 
especially, that banks are prohibited 
from paying out such deposits before 
the date specified in the deposit contract 
or before thirty days’ notice when no 
certain date is set.” 


The plan would greatly curtail the 
securities not eligible for rediscount, 
power of banks to purchase investment 
such as rail, utility and industrial bonds, 
the principal market for which has here- 
tofore been provided by the banks. 





ees 
THE BANKERS MAGAZINE 


The Fidelity National Bank and Trust Company, Kansas City, Mo. 





Solving the Small Bank's Problem 


New Plan Suggests That Country Bank Forego Most Local Loans 
— Become Service Station for Checks and Deposits 


By FREDERICK A. BRADFORD 
Associate Professor of Economics, Lehigh University 


HE problem of that typically 

American institution—the small 

bank—has absorbed more than its 
normal share of attention for a number 
of years, chiefly because of the large 
number of: failures that have occurred 
among banking institutions of this class, 
together with the small profits which 
have accrued to many of the banks of 
this group which have managed to avoid 
outright bankruptcy. It was, in fact, 
the extraordinarily small profits of the 
country banks in certain sections of the 
country, coupled with the high rate of 
banking mortality prevailing in those 
sections, which first led the Comptroller 
of the Currency, J. W. Pole, to advocate 
an extension of branch banking powers 
as the most expedient method of alleviat- 
ing the difficulties of the small country 
banks. Mr. Pole singled out the inability 
of the small bank to diversify its busi- 
ness as the most potent cause of failure, 
as well as of absurdly small profits, and 
argued that a further development of 
branch banking seemed essential to 
remedy this condition. 

While Mr. Pole has presented a strong 
case for an extension of branch banking 
activities, his position has not, by any 
means, received universal approbation 
from students of the branch banking 
problem. The traditional unit bank still 
has its army of supporters, many of them 
imbued with sentimental humbug, it is 
true, but others relying upon clear ob- 
servation and sound reasoning to defend 
their stand. The members of the latter 
group point out that the unit bank, as 
such, is not at fault, but that bad man- 
agement, an excessive number of banks, 
and the partial economic paralysis of cer- 
tain agricultural areas have all played an 
important part in bringing about the ap- 


palling number of failures among small 
country banks since 1921. 

Time alone can remedy the economic 
situation in the distress areas, but the 
other causes of failure—incompetent 
management and too many banks—may, 
it is argued, be remedied by law, while 
yet retaining the unit bank. The change 
most usually suggested to overcome these 
drawbacks is a higher minimum capital 
requirement which would, as Dr. Ben- 
jamin M. Anderson, Jr., economist of 
the Chase National Bank of New York, 
has put it, make sure “that all banks are 
large enough so that they can afford to 
employ men with real banking training,” 
and would, of course, at the same time 
prevent the establishment of so many 
banks because of the greater difficulty in 
securing the original required capital. 

The suggested remedy, while highly 
desirable, would, however, be difficult 
to effect since it would require an 
amendment to the banking laws of a 
considerable number of states and per- 
haps to the National Bank Act as well. 
The question then arises as to whether 
there is not some other method of secur- 
ing the safe and profitable operation of 
the small unit bank without the neces- 
sity of amending a whole group of bank- 
ing statutes. The question is of inter- 
est alike to both the opponents and the 
advocates of branch banking, since any 
widespread relaxation of existing legal 
restrictions on branch banking can 
scarcely be expected to occur except 
over a considerable period of time. 


A POSSIBLE SOLUTION 


A possible solution of the small bank's 
difficulties occurred to the writer upon 
a recent re-reading of Adam Smith’s 
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description of the Bank of Amsterdam, 
established in 1609. Writing of this in- 
stitution, Adam Smith stated that, “this 
bank received both foreign coin, and 
the light and worn coin of the country 
at its real intrinsic value in the good 
standard money of the country, deduct- 
ing only so much as was necessary for 
defraying the expence of coinage, and 
the other necessary expence of manage- 
ment. For the value which remained, 
after this small deduction was made, it 
gave credit in its books. This credit was 
called bank money, which, as it repre- 
sented money exactly according to the 
standard of the mint, was always of the 
same real value, and intrinsically worth 
more than current money.” 

The Bank of Amsterdam was thus a 
sort of service station through which 
payments could be made. It did not do 
a banking business in the modern sense 
in that it did not attempt to grant loans 
or make investments with depositors’ 
funds. In fact, its reserve amounted to 
100 per cent. of its deposits, since the 
sum necessary to cover the cost of re- 
coinage and the expenses of the bank 
was deducted before credit was given on 
the bank’s books. 

Fortunately the country is not in- 
flicted today with the heterogeneous 
mass of clipped, worn and foreign coins 
and miscellaneous currency which hin- 
dered European trade and commerce in 
the sixteenth century. It might be en- 
tirely possible for country communities 
to get along without any banking facili- 
tics whatever and still be possessed of 
satisfactory exchange media in the form 
of bank notes or lawful money of the 
United States. Nevertheless, payment 
by check has certain definite and well- 
known advantages in many instances 
over payment with hand-to-hand money, 
and it seems certain that there would 
be numbers of individuals in every com- 
munity who would be willing to pay 
something for the convenience of main- 
taining and using a checking account. 
Accordingly, it is reasonable to believe 
that the small rural bank could protect 
itself by becoming a service station for 
checks by following, in part, the pro- 


cedure adopted by the management of 
the Bank of Amsterdam. 

The suggestion here offered may be 
defended on the ground that the small 
unit bank is not, generally speaking, in 
a position to operate profitably in the 
usually accepted fashion. In the first 
place, when a bank with small capital, 
say $10,000, is established in a very 
small community, the volume of business 
done is not apt to be sufficient to cover 
overhead costs and still leave a profit. 
Every bank must have some sort of 
building—whether rented or owned—a 
staff of at least a few clerks, and equip 
ment in the form of vaults, adding ma- 
chines, and other essentials. If the 
volume of deposits is small, the return 
from the investment is not likely to leave 
much, if any, profit after these expenses 
are met. 

A second difficulty arises out of the 
fact that the small unit bank seems to 
feel called upon to lend to local cus- 
tomers, whereas local loans are often 
not of the short-term, self-liquidating 
type which is essential if the bank is to 
operate with safety. Moreover, local 
loans bear a higher rate of return than 
do liquid outside investments, so that 
the desire to make profits after meeting 
overhead expenses makes such loans ap- 
pear to be desirable. 

Finally, as Dr. Anderson pointed out 
in the quotation cited above, the small 
bank cannot afford to pay. for men of 
large banking experience, yet it is in the 
granting of just such local loans as the 
small bank is called upon to make that 
banking experience and judgment are 
most necessary. 

In view of these facts, a resort to the 
methods followed by the Bank of Am- 
sterdam would appear to offer a solution 
of a sort for the small-bank problem. It 
would not be necessary, however, to 
copy the policy of this famous historical 
institution in every detail. Of most im- 
portance would be a reduction of local 
loans to a minimum. Only loans of 
short term and assured liquidity should 
be granted to the bank’s own customers. 
Of the remaining assets, a_ sizable 
primary reserve of cash and deposits 
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with other banks should be maintained, 
while the rest of the assets—aside from 
the necessary building and equipment— 
should consist of high-grade secondary 
reserves such as open-market commercial 
paper, bankers’ acceptances, United 
States Government securities, and the 
like. 

It is obvious that, if such a plan were 
followed, the earnings obtained from 
secondary reserve investments of the 
sort noted would not in themselves be 
suficient to meet the overhead expenses 
in full, to say nothing of providing for 
a profit on the invested capital. In order 
to augment the bank’s income and secure 
a profit, it would be necessary to levy a 
charge against depositors sufficient to 
cover the cost—including a reasonable 
profit—of handling their accounts. It 
is to be noted that some country banks 
have already instituted such charges 
with successful results, although they 
still continue to lend locally and often 
do not maintain a satisfactorily liquid 
condition as a result. 


ADVANTAGES OF THE PLAN 


A few moments’ reflection will show 
the advantages of the plan suggested 
for the very small unit bank. In the 
first place, a small capital would not be 
disadvantageous under this plan. The 
depositors would pay the cost of the 
service rendered to them by the bank, so 
that the item of overhead would accord- 
ingly be cared for. In the second place, 
the safety of the depositors’ funds would 
be assured. Building and equipment 
would be purchased out of the stock- 
holders’ subscriptions, and deposits 
would be held entirely in the form of 
cash, balances in other banks, open mar- 
ket investments of assured safety and 
liquidity, and short-term local loans in 
small amounts where the bank was ab- 
solutely certain of their safety and 
liquidity. Finally, the conduct of the 
business along the lines suggested would 
be a comparatively simple matter, re- 
quiring much in the way of honesty and 
accuracy, but little in the way of judg- 
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ment. Men of wide banking experience 
would not need to be employed, there- 
fore, and costs could be lessened accord- 
ingly. In fact, the smaller salary ex- 
pense, together with the unlikelihood of 
significant losses on the types of open 
market investments suggested, would go 
far toward offsetting the low yield ob- 
tainable on such investments. 

The question will doubtless arise as 
to whether a charge against depositors 
of the sort suggested could be imposed 
by a single bank without similar action 
by other banks in the vicinity. This 
question cannot be answered definitely. 
but it seems probable that the added 
safety accruing to the depositor would 
serve to overcome his objection to pay- 
ing the necessary charge. Certainly, at 
a time like the present, with memories 
of recent failures clearly in mind, the de- 
positor would probably welcome the 
payment of a small charge as an insur- 
ance against the loss of his funds. 
Moreover, there are instances of banks 


which have, by themselves, instituted 
service charges, lowered interest paid on 
deposits, or taken other steps usually 
thought to require community of action, 


with profitable results. In any event, 
the experiment would be worth trying. 

It will have been noted that the dis- 
cussion so far has referred to checking 
deposits only, whereas many of the small 
country banks carry savings deposits as 
well. It would be impossible to apply 
the foregoing plan to savings deposits, 
since the depositor could not be expected 
to pay a charge on funds of this sort. 
Nevertheless, the small unit banker 
would do well to lower the turnover of 
such deposits by insisting, at all times, 
on the notice he is entitled by law to 
require against the withdrawal of such 
deposits, and then to invest these funds 
only in perfectly safe securities, in the 
selection of which little expert judgment 
is required, even if it be necessary to pay 
a smaller rate of interest than is cus- 
tomary to savings depositors. Here 
again greater safety will go far to offset 
considerations of yield in the mind of 
the depositor. 
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THE LOCAL LOAN 


The objection will no doubt be raised 
that the plan here proposed is undesir- 
able in that the local farmer or business 
man would thereby be prevented from 
obtaining credit at the local bank, and 
that the latter would thereby cease to 
serve the community in the proper 
fashion. In reality, this objection is not 
valid. The plan would admit a mini- 
mum of local loans, provided that such 
loans were really self-liquidating and 
short-term. Unhappily, many of the 
loans made by small country banks are 
not of this character. However, this 
does not alter the fact that it is not the 
duty of a bank’to meet any local de- 
mands for credit which may infringe on 
the safety of the bank’s deposits. This 
fact requires emphasis since it is fre- 
quently overlooked, There has been 


much insistence of late from supposedly 
responsible parties that the banks have 
been at fault because they have not 
been willing to extend credit on second- 


grade risks in order to aid the revival of 
business. This is sheer nonsense. A 
bank's first duty is to its depositors: to 
insure the safety and availability of their 
funds. Its second duty is to its stock- 
holders: to earn profits for them. In 
no sense is a bank under obligation to 
lend to anyone unless such a loan is 
compatible with the performance of 
these two duties. 

As a matter of fact, if the majority 


of country banks had followed these 
simple fundamentals of proper banking 
procedure prior to the crisis of 1920, the 
banking difficulties of the last decade 
would have been largely averted and 
the farmers themselves would have been 
greatly benefited in the majority of cases. 
Looking backward, there can be little 
doubt but that the farmers have been 
the recipients of too much, rather than 
too little, credit and that their progress, 
while slower, would have been much 
sounder if they had been forced to pro- 
ceed with less borrowing. 

Agriculture is a peculiar industry in 
respect to its credit needs. Compara- 
tively few loans to farmers are self- 
liquidating within a term which is short 
enough to be safe for the ordinary bank, 
while the risk of losses on agricultural 
loans is high. We now have special 
institutions to care for the credit needs 
of the farmers, as should properly be the 
case. Whether these institutions are 
sufficient to meet the credit needs of 
agriculture is beside the point of this 
article. What is here of interest is the 
fact that the small country bank, to be 
safe, must forego local loans, with a few 
exceptions, and become something in the 
nature of service stations for checks and 
deposits. This could be done by the 
banker without alteration of the law, and 
such action would certainly avoid a 
repetition of the calamitous series of 
bank failures of the decade following 
1920. 
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The Living Trust and the Bank 


Its Advantages to the Fiduciary Over Other Types of Trust 


By LEMAN A. CAMBREY 
Vice-president and trust officer First National Bank and Trust Company, Flint, Mich. 


manifold uses and purposes to 

which it may be advantageously 
adapted in the property affairs of the 
American people, the security surround- 
ing trust property in the hands of the 
trust institutions, the relief of the indi- 
vidual from the carking cares of invest- 
ment management, and the savings in 
taxes and other distinct monetary bene- 
fits issuing out of the living trust and 
accruing to settlers and beneficiaries, are 
matters within the common knowledge 
of the trust executives. Furthermore, 
these are subjects which have been dis- 
cussed at practically all of the trust con- 
ferences held in recent years and there 
is available to trust officers a splendid 
body of literature in which these phases 
of the living trust have been ably treated. 

The writer has been impressed, how- 
ever, with the manifest superiority of the 
living trust over all other types of per- 
sonal trusts when viewed from the stand- 
point of the fiduciary corporation. It 
has greater possibilities as a revenue pro- 
ducer than the testamentary trust, and 
if created under favorable conditions it 
is the most satisfying class of business 
that a trust company can place on its 
books. 

It is in recent times that the living 
trust has stood out prominently in the 
business affairs of trust companies. The 
late F. H. Goff, former president of the 
Cleveland Trust Company, gave new 
life and impetus to the development and 
promotion of the living trust by trust 
corporations. It was he who coined the 
name “living trust” and applied this 
terse and descriptive title to that type of 
trust which by its terms becomes opera- 
tive during the lifetime of the creator, 


Tm nature of the living trust, the 


From an address before the Mid-Continent 
Trust Conference. 


and in which he, the creator, reserves 
the power to revoke the trust in its en- 
tirety or to alter or amend the uses de- 
clared in the instrument of its creation. 
It is apparent that lawyers and judges 
looked upon Mr. Goff’s living trust with 
suspicion as being something new, novel 
and revolutionary in the form of a trust. 
It was the cause of one bitterly contested 
law suit in the courts of the State of 
Ohio in which the trust was finally up- 
held, but for reasons which do not ap- 
pear logical in the light of the decisions 
of other courts. Mr. Goff fearlessly took 
an old property arrangement, fully estab- 
lished in equity, combined with it the 
facilities of a modern trust company for 
the management of present-day property 
rights, and to this he gave a new pat 
name. We seem, however, by common 
consent to have adopted this pat name 
for any trust which becomes operative 
during the lifetime of the creator there- 
of, regardless of whether it is revocable 
or irrevocable, alterable or fixed. It is 
interesting to note that the present-day 
living trust is almost identical in its 
fundamentals with the use which was 
introduced into England over six cen- 
turies ago. This device for the first time 
separated the legal title to property from 
the enjoyment of its benefits. It is also 
interesting to note that Blackstone, in his 
day, discussed the revocability of the use. 
The use, more or less passive, was un- 
recognized by the courts of common law, 
but the chancery courts, sometimes aided 
and sometimes hindered by statutory en- 
actment, have preserved and developed 
the use, through a brilliant body of 
jurisprudence, into the modern trust re- 
lationship. 

American trust companies have been 
in existence for over one hundred years 
but their activities for the greater part 
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of that time seem to have been centered 
in the administration of the property 
of deceased men. It is only within re- 
cent times that trust executives have 
come to the realization that there is a big 
place in the economy of their business 
for the conservation and management of 
the property of living men through the 
medium of the trust. At the mid-winter 
trust conference in 1931 the Trust Com- 
pany Division of the American Bankers 

ssociation reported for the first time 
statistics relating to the increase of living 
trust business of trust companies and 
banks. In this report, the year 1930 
showed the remarkable gain of 67 per 


the uses, purposes and advantages of this 
splendid device of property management 
as it is exemplified in the administrative 
practice of the modern trust company. 
It is in this field, lying fallow, that there 
are splendid opportunities and far-reach- 
ing possibilities for an intensive cultiva- 
tion of this class of business by fiduciary 
corporations. It is business which cannot 
be developed, however, without com- 
prehensive campaigns of education to 
enlighten people regarding the nature of 
this device and the manifold uses and 
purposes which it may serve in the care, 
protection and administration of their 
property and estates. 


“There is a legion of folk with accumulated property into 
whose affairs the living trust would most admirably fit and who 
as yet are uninformed regarding the uses, purposes and advan- 
tages of this splendid device of property management as it is 
exemplified in the administrative practice of the trust company. 


It is in this field, lying fallow, that there are splendid opportu- 
nities and far-reaching possibilities for an intensive cultivation of 
this class of business by fiduciary corporations.” 


cent. over the previous year of 1929— 
clear and unmistakable evidence that 
more and more the aged are seeking 
surcease from the cares of investment 
management; business men are bulwark- 
ing themselves and their dependents 
against the vicissitudes and hazards of 
business; professional men and women 
are building estates through the instru- 
mentality of the living trust; and still 
others are using this broad, flexible, far- 
reaching device for uses and purposes 
unthought of in connection with trusts 
twenty-five years ago. 

It is the broad flexibility of this 
scheme of property management which 
makes it adaptable to the many and 
variant conditions existing in the lives 
and property affairs of our people. 
There is a legion of folk with accumu- 
lated property into whose affairs the 
living trust would most admirably fit and 
who as yet are uninformed regarding 


ADVANTAGES OF THE LIVING TRUST 


Specifically, what will we gain or 
what advantages will accrue in the cul’ 
tivation in a large way of this type of 
trust? First, we will inquire into its 
revenue-producing possibilities. These 
can perhaps be illustrated best by the 
hypothetical case of the John Jones 
estate. 

Jones is on the prospect list of the X 
Trust Company. We find upon investi 
gation that he is fifty years of age, in 
good health, married, and his wife is ap- 
proximately the same age. They have 
grown children. Jones has accumulated 
a modest fortune of $100,000. He is 
approached by a representative of the X 
Company to make his will, which he 
proceeds to do. He bequeaths and de- 
vises his entire estate to the X institu- 
tion in trust for the benefit of his wife, 
with distribution over to his children 
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upon her death, and names X as the 
executor of the will—a rather common 
plan. Jones files his document with the 
X Trust Company and his estate thereby 
becomes potential business of X. How 
long may we expect this instrument to 
lie dormant before it speaks? Our an’ 
swer is, of course, in the mortality 
tables. Upon referring to these tables 
we find that Jones, at the age of fifty, 
has a normal expectancy of life of 20.2 
years and his wife's expectancy is the 
same. If Jones lives his normal expec- 
tancy, does not change his mind, move 
out of the jurisdiction, or lose his for: 
tune, then the will executed in 1931 
becomes actual business of X in 1951, at 
which time X will enter upon its duties 
incident to the administration and closing 
of Jones’ estate. If all of this has hap- 
pened in Michigan and Jones’ estate is 
comprised of personal property—we get 
no fees in Michigan for real property— 
X will receive $1100 in executor’s fees 
for settling and closing the estate, and 
if Jones’ wife survives him, it will re- 
ceive trustee’s fees of about $250 per 
year, while the trust is operative. 

We will assume that Mrs. Jones sur- 
vives Mr. Jones for two years, in which 
case X will receive as compensation from 
Jones’ estate in its dual capacity as 
executor and trustee an aggregate of 
$1600 as its compensation. 

Now let us take a different hypothesis 
regarding Jones’ estate. Let us suppose 
that he creates a living trust instead of 
making his will. He places his entire 
estate in the hands of X under an in- 
strument of trust which provides for 
the same distribution of his estate after 
his death as we have assumed in the 
case of his will, but reserves the income 
of the trust to himself for life. Under 
the living trust plan the fees of X be- 
gin to accrue in 1931 and at the end of 
the normal expectancy of life of Jones 
and his wife, X will have received ap- 
proximately $6000 in fees from Jones’ 
estate or nearly four times as much as it 
would have received under his will. 
Jones’ estate in the meantime will have 
been protected against unwise invest- 
ments during those years when one is 
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most prone to make them. Of course 
Jones may not live his normal expec- 
tancy and his will may speak long before 
the term which he may be expected to 
live has expired. In the event, however, 
of Jones’ earlier death our computation 
is incorrect. We will, therefore, take a 
different hypothesis. 


THE JONES’ VS. THE SMITH’S 


Suppose we select from the prospect 
list of X Company one hundred men by 
the name of Jones and another hundred 
by the name of Smith, each of whom is 
of the age of fifty years, and each of 
whom accumulated $100,000. We ought 
not to have very much difficulty in find- 
ing this number of Jones’ and Smith’s in 
any good sized community. The Jones’ 
all make their wills under the same state 
of facts that we have specified in the 
case of the first Mr. Jones. The Smith’s, 
however, all make living trusts under 
similar conditions that we specified for 
Jones in our hypothesis regarding his 
trust. 

Now if the rate of mortality of that 
part of the Jones and Smith clan which 
we have under consideration runs true 
to that larger unit of humanity upon 
which mortality tables are based, then 
we may get some approximate figures 
which will throw light upon the point 
under consideration. The mortality 
tables say that 1.43 per cent. of the 
Jones’ and Smith’s will die the first year 
and that this percentage will increase 
gradually to 2.21 per cent. in the tenth 


year and 3.43 per cent. in the twentieth 


year. In ten years 17.81 per cent. of 
both the Jones’ and Smith’s on. our list 
will have died. In twenty years 46.69 
per cent. will have passed away. Now 
let us compare results at the end of the 
tenth and twentieth years as to the 
amount of fees that X will have received 
from the two classes of business; but for 
the purpose of this comparison we will 
give the testamentary dispositions the 
advantage by assuming that the Jones 
widows all survive to the end of the 
twenty years and that the Smith widows 
pass away according to the rate of mor- 
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tality shown in the tables. Under these 
conditions, X institution will have col- 
lected, according to the Michigan sched- 
ules, executor’s and trustee’s fees of 
$19,591 and $29,050, respectively, or a 
total of $48,641 from the appointments 
under the wills of the Jones clan. On 
the other hand, the living trusts of the 
Smith's will have produced in ten years 
trustee’s fees of $271,020, or about six 
times as much as the Jones’ wills will have 
produced. And at the end of twenty 
years the testamentary arrangements of 
the Jones’ will have produced $181,340 
in executor’s and trustee’s fees while the 
living trusts of the Smith’s will still be 
far in the lead with $490,989. It is not 
so difficult to keep up with the Jones’ 
after all. 

These examples, of course, are far- 
fetched, but they do illustrate in a gen- 
eral way the possibilities of the living 
trust as a producer of quick and in- 
creased revenue for a trust institution. 
To the old established concern this may 
not be of vital importance, but to the 
young institution trying to get its trust 
business on a self-sustaining basis, it 
looms in a large way. Furthermore, 
there seems to be a tendency on the part 
of these younger institutions to enter 
into activities which are not true func- 
tions of a trust department in order to 
supplement their income during their 
formative years, thereby diverting their 
time and energies away from the very 
thing for which they have been estab- 
lished. If the same time and the same 
energy is devoted to the fostering of the 
living trust their financial rewards will 
undoubtedly be just as big, and they will 
be operating in their own specialized 
field. 

The writer knows of a national bank 
operating in Michigan which some seven 
years ago established a trust department 
to round out and complete its banking 
service. The directors of that institution 
would undoubtedly have been satisfied if 
the department had become self-sustain- 
ing in five years. They succeeded in 
securing several fine living trusts within 
a short time after the department was 
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established, and instead of being in xed 
ink for five years, the department was 
on a self-sustaining basis within six 
months after its establishment. Another 
national bank, operating in the same 
state, established a trust department and 
accumulated trust footings of $10,000,- 
000 in ten years, and in the next four- 
teen months doubled its footings almost 
entirely through the medium of the 
living trust. 

There are other possibilities and advan- 
tages inherent in the living trust which 
are of much importance in the develop- 
ment of a well-rounded trust business. 
Living trusts as a class are just a little 
higher grade than any other type of per- 
sonal trust. This is due, in a measure, 
to the fact that considerable thought is 
expended upon the set-up at the time of 
their conception. Look back over your 
own experience. Isn't it a fact that most 
of the trials, troubles and tribulations 
that you have encountered in the admin- 
istration of estates have been more pro 
nounced in the testamentary trust than 
they have been in the living trust? That 
has been the writer’s experience and he 
believes that we discriminate more in the 
acceptance of living trusts than we do 
in those created by will. Even though 
we know his affairs are in a tangled mess, 
it is a serious matter to decline to act 
under the will of a dead person who has, 
in his lifetime (often without our knowl- 
edge), committed his affairs into our 
hands to carry on after his death. He 
has relied upon us, and it is a respon- 
sibility which we hesitate to refuse to 
assume. In dealing with a living man 
in the creation of a trust an entirely 
different situation obtains. We are a 
party to the transactions; we have a 
responsibility to him and to our own in- 
stitution and to the trust business in gen- 
eral, to insist that all of the factors neces’ 
sary for a successful and satisfactory 
administration of his property are 
present before we agree to act, although 
our zeal to secure new business may 
sometimes blind us to some defect in the 
plan of the trust or dull our sense of dis 
crimination in accepting trusts which 
may not conform to good practice. 
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SETTING UP STANDARDS 


It is necessary to set up certain stand- 
ards in the acceptance of this class of 
business and to adhere strictly to them. 

The first of these standards has to do 
with the subject matter of the trust, the 
trust property, or res. It is needless to 
point out that there are certain kinds of 
property which do not lend themselves 
kindly to trust administration. The trust 
estate should consist of investments in 
substantial enterprises and not assets in 
chimerical or promotional projects or 
equities of doubtful value. By rejecting 
the latter we may avoid the risks, respon- 
sibilities and pitfalls attendant upon their 
administration. The writer does not in- 
tend to imply that a trustee’s duties with 
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The 


which have unworthy objectives. 


trust business in this country has been 
built upon a fine record for fair dealing 
and we have no right to jeopardize its 
good name by deviating in a single in- 
stance from the Golden Rule when a 
living trust is created. 


CREATING THE INSTRUMENT 


The third of these standards relates 
to the instrument creating the trust, and 
here it is necessary to have rigid require- 
ments with respect to the provisions of 
the instrument of trust, so that in the 
light of all the circumstances surround- 


ing a particular trust, the trustee can see 


a clear way to render a respectable ac- 
count of its stewardship. The writer 


“The preparation of a trust instrument is a job for a spe- 
cialist; he must not only have a profound knowledge of the law 
relating to the trust and trustees, but he must be thoroughly 
grounded in modern trust company practice as well as business 


and corporate procedure.” 


relation to the trust property shall con- 
sist only in clipping coupons from triple 
A bonds and cashing dividend checks 
from “blue chip” stocks, but there is a 
point in the quality of trust property 
below which we cannot go in the accept- 
ance of trust estates without inviting 
trouble to visit us, and usually having it 
accept the invitation. 

The second of these standards relates 
to the objects and purposes for which the 
trust is created. The purposes to which 
a living trust may legally be put are 
many and varied, and it is not surpris- 
ing that it can be used in a manner to 
shock our sense of justice or circumvent 
established property rights, such as the 
widow’s statutory ‘rights in her deceased 
husband’s property. The living trust 
should be resorted to as an aid in pre- 
serving established property rights and 
not as a means of destroying them. We 
cannot afford to lend the good names of 
our respective institutions to any schemes 


has been accused of being a crank on the 
subject of living trust agreements. If he 
is, it is because experience has taught 
him that in an inadequate agreement lie 
dangerous pitfalls to the trustee and 
often loss to the trust estate. It takes 
very few words to create a valid and sub- 
sisting living trust and the law will 
clothe a trustee with all of the necessary 
powers to carry it into effect, but in this 
day and age of complicated intangible 
property rights, oftentimes running into 
millions of dollars, powers of necessity 
are not enough. A trustee entering 
upon its duties in a modern managerial 
type of trust, clothed only with powers 
of necessity, becomes at once handi- 
capped in the conduct of the business 
affairs of the trust, and if it stays within 
the narrow limits of the general body of 
the law, the light in which its acts will 
be construed by the courts, the trust 
estate may suffer from a want of intelli- 
gent management and the beneficiaries be 





280 


deprived of rights which otherwise might 
be acquired. The trustee may be doubt- 
ful of its right to act in a given situation. 
The only safe way for it to proceed in 
such a case is to apply to the court for 
authority—a process which is attendant 
with delay and heavy expense. If it 
acts without instructions of the court it 
is put in jeopardy, and if it is too care- 
ful it is again in jeopardy. Business in 
this day of instant communication and 
rapid transportation demands prompt 
action, and a broad grant of powers is 
essential, not only for the protection of 
the trust estate but also for the protec- 
tion of the trustee in case it acts with 
good faith and ordinary diligence in the 
performance of those burdens which it 
has expressly undertaken. 

The preparation of a trust instrument 
is a job for a specialist; he must not only 
have a profound knowledge of the law 
relating to the trust and trustees, but he 
must be thoroughly grounded in modern 
trust company practice as well as busi- 
ness and corporate procedure. The 
writer does not believe that the average 
lawyer, engaged in a general practice of 
the law, is equipped to prepare such an 
instrument. Yet the American Bar Asso- 
ciation, of which the writer is a member, 
is on record to the effect that if the 
trust company prepares such a document 
it is illegally practicing law, and if its 
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own attorneys prepare it, then because 
of their loyalty to their client, they are 
unable to act because of the ethical re- 
quirements of their profession. What 
is there about the trust relationship that 
makes the interests of the trustee, the 
beneficiaries and the settlor so diverse 
that it requires a whole flock of attorneys 
to protect each party's interest? The 
writer’s conception of the trust arrange: 
ment is that there is very little diverse 
interest. The trustee’s only financial in- 
terests are those relating to its fees; those 
are matters within the common knowl- 
edge and are’practically uniform in each 
separate locality. The fixing of the fees 
in a trust instrument measures the com- 
pensation that the trustee may receive 
for the handling of the estate. The law 
does not permit any other profit to a 
trustee. Aside from these considerations, 
the trustee’s interests are identical with 
those of the beneficiaries in that it aims 
to secure the greatest possible benefit 
from the trust estate for the beneficiaries. 
Its reputation is built upon accomplish- 
ments in this respect. It is a sad com: 
mentary upon the ethics of the legal pro- 
fession, if a single law office, no matter 
what its connection, cannot protect the 
different parties whose interests are no 
more diverse than those of the trustee, 
settlor and beneficiaries in a trust instru- 
ment. 





Bigger Profits for Banking 


Arkansas Bankers Adopt Regulations Leading to Increased Reve- 
nue from Adequate Service Charges 


By A. G. KAHN 
President Union Trust Company, Little Rock, Ark. 


stabilize banking in America, 
increased and increasing revenue 
from sources other than the in- 
terest account becomes more and more 
necessary. The state of the profit and 
loss account demands it, and the return 
to greater liquidity demands it. The 
best thought in the banking profession is 
concentrated on this problem of an in- 
creased gross profit, a controlled expendi- 
ture and, as follows, a larger net profit. 
Behind the urge for greater profits from 
new sources stand the American Bankers 
Association, the various governmental 
departments supervising banking and the 
various state banking departments. 

A decade or two ago the American 
banker did not have his present prob- 
lems. His deposits were static. His 
costs of operation were comparatively 
low. His interest account provided profits 
in satisfactory amounts. Time has 
changed this situation completely. De- 
posits are no longer static. Banks are 
really not depositories in the old sense of 
the word. The dollars which used to lie 
so comfortably in the bank’s vaults have 
acquired a mercurial activity. They 
dash this way and that, propelled by the 
telephone, the telegraph, the air mail, and 
of course the will of the depositor. They 
pass through the bank instead of staying 
in it. The banks have become central 
exchanges, very much like telephone ex- 
changes, receiving the dollar from one 
route, propelling it along another. Ac- 
tivity in proportion to the bank’s de- 
posits has grown tremendously out of 
proportion. What does all this mean? 
It means, of course, that, as the dollar 
passes through, the bank must collect a 


From an address before the Southern Bank 
Management Conference. 


reasonable toll for the service it renders. 
Then, too, twenty years ago the interest 
account took care of doing countless little 
services for the customer. He came to 
consider himself entitled to them free of 
cost. The bank felt likewise. Now in 
so many thousands of cases, the customer 
still thinks that he is entitled to them, 
but the bank no longer thinks so. 

With this consciousness on the part of 
banks of the necessity for additional 
sources of income, what prevents their 
universal adoption? It is two old fears: 
fear of the customer, and fear of the 
competitor. These fears are groundless. 
The customer can be handled by fair, 
careful explanation. He does not want 
something for nothing, if he understands 
the situation. 

The competitor is ready to co-operate, 
if you are; he has the same fear of you 
that you have of him. 

In Arkansas last spring we passed from 
the realm of generalities regarding profits 
to the realm of practicality. We are 
rapidly engaged in bringing about in that 
state the universal adoption of new 
sources of income. 


A CODE OF SOUND BANKING PRACTICES 


We Arkansas bankers first approached 
our problem through the creation of a 
code of sound banking practices. We 
made it a thoroughly practical document, 
carrying a declaration of principles to 
which any good bank could subscribe. 
Without reciting its full contents, it con- 
sists of twelve articles: 

In Article One, bank management is 
definitely committed to adjust its opera- 
tion to a profitable basis, or go out of 
business. 
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In Article Two, there is a pledge to 
charge adequate compensation for ser- 
vices rendered. 

Article Three prescribes a determina- 
tion of the costs of various types of op- 
eration and of services. 

In Article Four, there is a pledge not 
to pay too much for raw material in the 
form of interest on deposits; also to 
eliminate unnecessary expenses and ex- 
travagances. 

Article Five prescribes adequate re- 
serves, and a strong and continuously 
growing surplus. 

Article Six enumerates the basic tests 
to put to the loans in the bank’s port- 
folio. 

Article Seven calls for an adequate 
secondary reserve. 

Article Eight stresses the necessity for 
an aggressive attitude toward the liquida- 
tion of slow assets, and the taking of 
necessary losses to liquidate them. 

Article Nine prescribes adequate in- 
surance protection. 

Article Ten relates to the duty of di- 
rectors to keep themselves thoroughly 
familiar with the affairs of the bank. 

Article Eleven bans ruthless and disas- 
trous competition. 

Article Twelve contains a general 
pledge of Arkansas bankers, individually 
and collectively, to strive for better bank 
management, and to support the Arkan- 
sas Bankers Association. 

This code was unanimously adopted 
at the state convention last April. 


OPERATION OF CODE THROUGH CLEARING- 
HOUSES 


We adopted a supplement to the code 
which suggested various specific fees for 


various services. We then divided the 
state into fifteen regional clearing- 
houses, each of which is now organized, 
and each of which is at least beginning 
to function. Each district clearing- 
house for the present has sole authority 
to interpret the code according to the 
desires of its members. Therefore ser- 
vice charges need not be uniform 
throughout the state, but only within the 
confines of the individual regional clear- 
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ing-house. The progress of installation 
of service charges during the year has, 
however, been very satisfactory. Differ- 
ing conditions in different communities 
make specific enumeration of such charges 
of small benefit, but the suggestions for 
analysis given below will provide a gauge 
for individual measurement. 


ANALYSIS OF DEPARTMENTS 


Loan and Collection Department. 
Have you ever definitely undertaken a 
survey of your own institution, depart- 
ment by department, for the purpose of 
determining the costs in each, and the 
service conditions of each? Such a sur- 
vey reveals amazing results. Let us 
glance briefly at a few departments. We 
will start with the loan and collection 
department—in most banks of moderate 
size the two functions are co-ordinated. 
You may find immediately that many 
bad and costly practices prevail in it. 
You may be making loans to non- 
depositors, in other words, to people 
who never furnish some of their own 
money to lend to somebody else. This 
is manifestly improper and costly except 
in exceptional cases. Instead of dis 
counting practically all of your notes, 
you may be permitting your customers 
to persuade you to accept interest-from- 
date notes. On your small loans you 
may be accepting rates of interest under 
the maximum, although the transaction 
is a manifest loss. You may be sending 
out, without charge, notices of non- 
payment, follow-up letters—even street- 
runners. You may possibly not even be 
charging a minimum fee on small loans. 
Similarly you may be handling and re- 
handling in the department drafts and 
collections on a basis of charge which is 
inadequate and which does not provide 
for representation, etc. These are all 
conditions easily remedied. 


Custody and Safety Deposit Depart- 
ments. Next, what of your custody de- 
partment, if you are maintaining one? 
Most banks, even of smaller size, do some 
custody business. A survey of this de- 
partment generally indicates that you are 
accepting custody of very valuable ne- 
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gotiable or bearer securities; that you 
are accepting escrows and performing 
exceedingly valuable services for no 
charge or for an inadequate one. You 
may also be renting safe deposit boxes 
at a very low flat rate by the year re- 
gardless of the varying amount of service 
required by the various customers. This 
is not equitable. The custody and safe 
deposit departments should show a profit 
just like any other. They represent a 
very large investment in the vault and 
vault equipment. They demand a large 
amount of high priced insurance. They 
require regular and careful supervision. 


Banking Department. And what of 
the very heart of the bank—the banking 
department itself? Until a comparatively 
recent time we invited our depositors to 
make us their bookkeepers. They ac- 
cepted the invitation. So you found 
your institutions cluttered up with a 
vast proportion of accounts which, upon 
analysis, proved to be a loss to the bank. 
Usually the proportion was about 80 per 
cent. This particular condition was of 
course to be cured and has been cured 
in many places by the installation of an 
activity charge. You are all familiar 
with the various types of activity charges 
which have been recommended by the 
American Bankers Association and by 
various state associations. These charges 
should put each account on a profitable 
basis. In doing so they should take into 
consideration the readiness-to-serve cost 
of all accounts whether active or in- 
active. You may also have handled out- 
of-town checks for your customers with- 
out charge, giving them immediate credit, 
and absorbing the cost of collection your- 
selves as well as the interest during the 
time outstanding. This service is to be 
taken care of by a float charge, or ex- 
change charge if you prefer to call it 
that. Such a charge will produce sur- 
prisingly substantial revenue. It is a just 
charge for a valuable service. It can be 
handled either as a flat average charge of 
so much per hundred dollars, or as a 
charge based on interest, for the out- 
standing time. It should be made on 
items drawn on par points as well as 
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non-par points. While you seem to col- 
lect on par points without cost, you do 
not actually do so. The cost is absorbed 
in the cost of your organization, your 
deposits with your correspondents, and 
your membership in the Federal Reserve 
System. You may also have been fur- 
nishing free checks and free indorsement 
stamps. You may have been transferring 
funds without charge, issuing cashier's 
checks, and exchange without charge. 
All of these items and numerous others 
are proper bases for reasonable charges. 


Savings Department. What about the 
savings department? Here we are pre- 
sumed to be treading on sacred ground 
and here we find the thought in the 
minds of many bankers that all savings 
accounts are profitable. Such is em- 
phatically not the case. The small sav- 
ings account is apt to be just as unprof- 
itable as the small checking account. The 
experience in the bank with which the 
writer is associated has been that such 
accounts under $45 are unprofitable even 
after the first year. The savings depart- 
ment should be studied and a system pro- 
vided whereby each account takes care 
of itself. Besides, many banks within 
the last two years have found out that 
instead of needing simply a secondary re- 
serve for their savings accounts they need 
a primary reserve of the most liquid 
order. Certainly there should also be a 
charge on savings accounts closed within 
sixty days of their opening. 


Trust Department. Some of you 
have trust departments. If so, you find 
it a continuous effort to avoid doing at- 
torneys’ work. But in this department 
there are many documents drawn and 
many unusual tasks performed which do 
not come within the routine functions 
of the department, and which are not 
covered by routine fees. 


Mortgage, Loan and Real Estate De- 
partments. In your mortgage loan and 
real estate departments, if you have 
them, probably you are drawing a large 
number of documents, you are mak- 
ing appraisals, you are performing 
special service on negotiations and on 
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collections for which you are making no 
charge, or an inadequate one. In these 
departments you should study, too, the 
question of whether your charges even 
for routine transactions are adequate. In 
many localities they are far from it. 


Bond and Insurance Departments. 
All of these conditions hold true of the 
bond and insurance departments in the 
banks which are conducting them. 


CHARGES FOR MISCELLANEOUS SERVICES 


Then there is the question of execu- 
tives’ financial advice. If it is worth 
giving, and worth having, it falls in the 
same category as expert medical or legal 
advice. Except to customers whose vol- 
ume of business warrants it, a reasonable 
charge should be made. 

A charge should also be made on 
checks returned on account of insufh- 
cient funds; on public funds because of 
bond requirements, service, etc.; for 
credit ratings and reports; for obtaining 
automobile licenses, and similar service. 
Even here the list is by no means com- 
plete. Possibly all this enumeration 
sounds excessive and burdensome to the 
customer. Such is not the case. No one 
customer would incur all of them or 
even many of them at one time. But 
they are all services worthy of reward. 
That they are numerous does not change 
the fact. A druggist has hundreds of 
articles on his shelves, yet manifestly 
there is a price on each one and the cus- 
tomer pays for what he gets. There 
must, of course, be a rule of reason ap- 
plied in some cases and under some con- 
ditions toward good customers, but let 
the rule in all fairness give the benefit of 
the doubt to the bank. 

The unprofitable account is an old 
story. So is free service. Both should 
be approached with the idea that the 
customer is not to be driven away from 
the bank. He is to be encouraged to 
remain. He shall only be taught to pay 
his way. 
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THINK IN TERMS OF INCREASED REVENUE 


The executives must train themselves 
to think in terms of necessary, increased 
revenue. They must train their em- 
ployes to do likewise. Above all, they 
must avoid an air of haughtiness, of in- 
dependence, in installing the new charges, 
When the customer is met in a spirit of 
fairness, he does not take offense, but 
approves of adequate charges. This is 
said not as a theory but from actual ex- 
perience. 

In Little Rock, during the last twelve 
months, we have reduced the savings in- 
terest rate from 4 per cent. to 3 per 
cent. We have installed an activity 
charge and a float charge as well as most 
of the other charges enumerated above. 
These were accepted by the community 
in good spirit, and all discussion of them 
has long since died out. They are now 
treated purely as a matter of course. 

The writer is firmly committed to the 
theory that banks need increased revenue. 
He is, however, just as thoroughly com- 
mitted to the theory that most of them 
need decreased expenses. Net earnings 
grow even more quickly from decreased 
expenses than they do from increased 
revenue. One dollar saved net still 
equals four or five additional gross. If 
interest on deposits is too high, let's re- 
duce it. If it should be eliminated, let’s 
eliminate it. Let’s also attack every other 
cost of our budget. If we do these 
things-—if we build up our gross revenue 
by proper and adequate charges, and if 
we courageously reduce our expenses on 
the other side of the ledger, we will be 
true to our trust; otherwise not. 

The profession of banking imposes 
upon its executives tremendous responsi’ 
bility. To discharge that responsibility 
calls for determination and courage of 
the highest order. We have been going 
through trying times. Better times are 
ahead. The present offers an unrivaled 
opportunity to put our houses in order 
and to build better, safer and more 
profitable banks. 





When the Farmer Wants a Loan 


Suggested Method of Analysis of Mortgage Loan Applications 


By A. H. EcKLes 
President Planters Bank & Trust Co., Hopkinsville, Ky. 


ITHOUT reviewing the mis- 
\ x / takes that most bankers lending 

money on farm lands have 
made in the past, the writer suggests 
some safe guide posts for the future. 


He would divide the application for 
a mortgage loan under four heads: 


1. The appraisal of the borrower. 

2. The appraisal of the land and im- 
provements. 

3. The farm income and the amount 
to loan. 

4. The terms and conditions to be in- 
cluded in the mortgage. 


APPRAISAL 


First appraise the man and next the 
land. 

You should be well acquainted with 
the borrower. Is he sober, honest, in’ 
dustrious, healthy and experienced in 
farming? Does he stay at home and 
attend to his business, or is he found in 
town several times a week? If he is an 
old man, without dependable male mem- 
bers of his family to operate the farm 
successfully, you had better decline the 
loan for obvious reasons. Never make 
a loan which you have reasons to believe 
will necessitate foreclosure. 

You should inspect the farm per- 
sonally, or have it done by some one 
connected with your bank who knows 
farm values and who is financially in- 
terested in having: the bank lend its 
money in a perfectly safe manner. Don’t 
take neighbors’ or outside real estate 
appraisers’ values. If you haven't any 
one connected with your bank and 
financially interested in it, or a farm 
manager, who can make these appraise’ 

From an address before the Southern Bank 
Management Conference. 


ments, then you had better not make 
farm loans. 

Usually loans to women on farm land 
will prove unsatisfactory, and should not 
be made except in special cases where 
there are sons or dependable tenants to 
operate the farm with assurance of suc’ 
cess. There are other exceptions where 
there is a known source of income suf- 
ficient to pay the debt and not dependent 
upon income from the operation of the 
farm. 

THE LAND 


The fertility of the soil is really the 
fundamental fact to be determined, as 
one cannot pay for a farm from im’ 
poverished soil. Sour and cold-natured 
soil should be avoided. 

The land should be well drained and 
sufficiently watered. Land that washes 
and erodes easily is undesirable and ex- 
pensive to maintain. -_Land must have 
proper rotation of crops and be seeded 
regularly to adaptable legumes and other 
grasses, 

It is preferable to make loans on farms 
on which the owner resides. Farms 
operated by tenants are rarely taken care 
of properly. 

Preferably the farm should be located 
on some improved highway and in a de- 
sirable neighborhood and convenient to 
a school, church and market, as in case 
of foreclosure it would be more readily 
saleable and bring a higher price. 

The physical condition of the premises 
should be good. The improvement and 
fences should be in good repair, and the 
buildings of sufficient capacity to prop- 
erly care for the crops, live and work 
stock, and farm implements. A good 
residence and tenant houses always add 
materially to the value of the farm. 

Land values are now very low and 
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further depreciation is doubtful. There- 
fore a safe basis can be easily reached 
for the purpose of loan values, by fol’ 
lowing the suggestions above, but too 
much reliance on land values should not 
be counted upon, without at the same 
time taking into consideration the in- 
come, as the indebtedness must be paid 
from that source and not from capital 
values. 


AMOUNT OF LOAN 


Having considered the borrower and 
appraisal methods of the land, next in 
order is the amount, terms and condi- 
tions of the mortgage. 

The writer would not advise lending 
in excess of 50 per cent. of the reason: 
able market value of the farm. In some 
instances, where the owner has other 
tangible property and other sources of 
income, it might be advisable to slightly 
increase the loan, but. usually it is better 
to confine the amount of the loan to 
not more than half of the estimated 
value of the land, as that will afford a 
good margin for depreciation, in case 
of foreclosure. In some instances it may 
be necessary to increase the loan in ex- 
cess of 50 per cent. If so, the 50 per 
cent. may be a prior lien, and the excess 
subject to it, and made in short ma- 
turities to be paid out of yearly sales of 
crops, live stock, or other income. 

Sometimes it may be advisable to fund 
a loan in the commercial department in 
this manner. These notes may be carried 
in the commercial depa:tment of the 
bank and the longer term and first lien 
ones in the trust department, or bond 
department, where they may be invested 
in trust estates in your hands. Some 
banks sell such real estate notes or bonds 
without recourse, to their customers who 
desire such investments. Unprecedented 
depreciation has taken place in practi- 
cally all securities, but the writer is 
firmly of the opinion that, for local in- 
vestment purposes, there are no securi- 
ties safer than carefully made loans on 
farm lands, secured by first mortgages. 
There is always an incentive to the 
farmer to pay for his farm and he will 


THE BANKERS MAGAZINE 


make a hard fight to save it before he 
will give it up. If the amount loaned in 
the beginning is conservative, there is no 
security safer than farm loan mortgages. 

The writer does not advise a com: 
mercial bank to make a practice of 
taking real estate loans to carry in its 
portfolio, for most assuredly it should 
not unless it wishes eventually to come 
to grief. 


TIME OF LOANS 


It is better to make the long-term 
notes, or bonds due not longer than five 
years, issued serially, payable annually, 
and interest payable semi-annually, after 
maturity, as well as before. If bond is 
paid other than at semi-annual periods, 
then interest is to be charged to the next 
period. 

It is the writer’s experience that five 
years is long enough, as it brings the 
loan to your attention again, and if all 
of it has not been paid, then you can 
make a new appraisal, renew the loan 
and collect the renewal commission on 
same. A reasonable commission is 2 
per cent. on initial loan and 1 per cent. 
on renewals, borrower to pay for ab 
stract, preparation of mortgage and re: 
cording of it. 


TERMS AND CONDITIONS OF MORTGAGE 


In most states an abstract running 
back for thirty years will prove satis- 
factory. 

The mortgage should convey, assign 
and pledge the rents, issues, profits and 
income, and in default of the payment 
of any part of the principal, or interest, 
say, for sixty days, then at the option of 
the mortgagee, the bank may institute 
proceedings for foreclosure, and shall be 
entitled to ask the court to appoint a 
receiver, who shall take over the premises 
and manage, control and operate them, 
and apply the proceeds arising therefrom 
toward the discharge of the mortgage. 

It should be provided that the bor’ 
rower is to keep in force a certain speci’ 
fied amount of fire insurance, in a solvent 
company, and that the standard mort- 
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gage clause be attached thereto in favor 
of the bank, and the policies delivered to 
the bank, and upon the borrower’s 
failure so to do the bank may have the 
insurance written, and pay the premiums 
thereon. The premiums would then be- 
come a part of the principal, bear in- 
terest and become a lien on the land. 

The borrower should also be required 
to pay the taxes when due. If they are 
not paid the mortgagee may pay them 
and that amount shall become a part of 
the principal, bear interest and become a 
lien on the land. 

There should be a provision preventing 
the cutting of any timber for commercial 
purposes, without the written consent of 
the mortgagee. 


OTHER AGRICULTURAL PAPER 


In the writer’s section of Kentucky 
and Tennessee dark and burly tobacco is 
the principal cash crop, and consequently 
the greater portion of loans are based on 
that crop, and practically all notes are 


made to mature finally upon delivery of 
the crop. We rarely have a loss made 
on crops; our losses generally arise out 
of land loans and over-extension of 
credit to the larger farmers. Our cus- 
tomers in most instances are well known 
to us, and in many cases we secure the 
loan by mortgage on crops, farm equip- 
ment, work and live stock, or personal 
indorsement. We have printed mort- 
gage blanks, and it requires only a few 
minutes to fill in one. We use a special 
note in making cattle or live stock loans, 
and require that upon the sale of the 
stock, the loan must be paid. This keeps 
the farmer’s regular farm operations 
separate from his live stock transactions, 
loans on which we know in most in- 
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stances will run for a longer period than 
his crop loans. ’ 


FARM AGENT 


More than six years ago the writer 
realized that, under the changed farming 
credit conditions, he could not very sat- 
isfactorily sit at his desk and make all 
the farm loans intelligently, so he asked 
the State Agricultural College to recom- 
mend a man who had been reared on a 
farm, and who had completed the techni- 
cal course in agriculture. This man has 
been with the writer’s bank for more 
than four years, devotes all of his time to 
country work, except one day a week, 
when he stays in the bank for consulta- 
tion with farmers. He doesn’t solicit 
accounts. He looks after and directs six- 
teen farms, four of which the bank has 
taken for debt, and the others of which 
are managed for estates in the bank’s 
hands. 

He is sent to check up and inventory 
any farm customer who is a borrower, 
and in many instances loans are made 
only after his reports have been filed. 
He keeps an oversight on all farm mort- 
gage loans made by the trust department, 
and his reports keep the bank in close 
touch with every borrower. He has 
never made a loan. The bank furnishes 
him a car, pays the gas and maintenance. 
He is one of the four best paid men in 
the organization. 

It is difficult to see how a country 
bank of large size could properly func- 
tion, and give customers the service they 
are entitled to without this farm mana- 
ger. Many banks have solicitors, but 
they are of no benefit to the farmers, 
and the writer doubts if they are very 
much benefit to the bank. 





A Good Investment— The Closed 
Bank 


N old friend of this newspaper 

A eee: in the other day and 

asked me what I thought of the 

First & Citizens National Bank since its 
founder, C. H. Robinson, had died. 

I told him that I thought the First & 
Citizens National in better hands today 
than at any time within the last ten 
years. 

“And I’m about to begin to think the 
same thing,” said my old friend. And 
then he unbosomed himself. 

“You know,” he said, “I began to get 
shaky about banks and took my money 
out of the bank several months ago. I 
have just put it back in the bank again. 
I have been doing some tall thinking. 
You see, I had several thousand dollars 
tied up in the Carolina Bank when it 
went busted and I didn’t want to take 
chances on another bank. But I have 


come to believe that I’m better off with 
my money tied up in that busted bank 


than in anything else. It has paid me 
five 10 per cent. dividends since it busted 
and I reckon I'll get it all in time. I 
don’t know anything else that has paid 
as well as that. Two years ago one 
would have thought United States Steel 
the best investment in the country. Folks 
who put their money in United States 
Steel a few years ago are now holding 
paper that is worth only 15 cents on 
the dollar. And look at real estate; 
people who invested in real estate have 
seen their investments shrink to a third 
or a fourth of their former value. I have 
just reached the conclusion that money 
even in a busted bank is worth more 
than money in stocks and bonds and 
real estate.” 

I am passing the soliloquy of my old 
friend on to the readers of this news- 
paper for their consideration. If every- 
body adopted his way of thinking there 
would be no more bank failures in North 
Carolina. Banks thrive on confidence; 
banks are destroyed by fear and dis- 
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trust. Even the U. S. Treasury itself 
would have to close its doors if all of 
Uncle Sam’s creditors should demand a 
settlement. 

People who listen to every whispered 
rumor and withdraw their money from 
strong and carefully managed banking 
institutions are unwittingly pulling the 
props out from under the roof that 
covers them, with every likelihood that 
it will crash upon their own heads. 

And so my old friend who withdrew 
his money from the bank several months 
ago and put it back again has displayed 
the greatest business sagacity, patriotism 
and good citizenship. It did him good 
to discover that money even in a closed 
bank may be far safer today than money 
tied up in real estate or in stocks and 
bonds. 

It is his kind that makes banks and 
banking safe. Without a lot of his kind 
every bank in Christendom would be 
destroyed and all industry and agricul- 
ture dragged down into total bankruptcy 
in the general crash. 

My advice to all who are persuaded 
to hide their money out is to put their 
money in a bank whose officers and di- 
rectors are men of known character and 
business acumen. ‘There are a lot of 
good banks left, the strongest and the 
best. To further weaken the existing 
banking structure by timidity and dis- 
trust is to invite worse disaster than any 
one has heretofore known. 

The worst enemy of agriculture, in- 
dustry and individual thrift is the man 
or woman who engages in loose talk 
calculated to shake the confidence of 
individuals in old established banks. 
Loose talk could close every bank in the 
Albemarle in a week and the great rural 
empire served by these banks would not 
recover from such a disaster in fifty 
years. Hold fast to your banks.—W. O. 
Saunders in The Independent. 





Money in Good Times and Bad 


The Causes of Deflation and a Suggestion for the Restoration of 
Prosperity 


By DonaLtp M. Marvin 
Economist Royal Bank of Canada, Montreal 


commodities has expanded with 

almost monotonous regularity 
throughout the last seventy-five years. 
Within this whole period there are only 
two major breaks in the regularity of 
this expansion. The first of these oc- 
curred during the war and in the post- 
war depression of 1921; the second break 
is now in progress. A study of these 
curves indicates quite conclusively that 
overproduction is not the cause of de- 
pressions. 

In sharp contrast with this statement, 
however, stands the fact that world pro- 
duction of wheat, lumber, newsprint, 
coffee, sugar, cocoa, rubber, wool and 
many other commodities exceeded con- 
sumption during 1929. In February, 
1930, the Monthly Letter of the Royal 
Bank of Canada, with which the writer 
is connected, called attention to this 
situation in the following words, “When 
most of the countries of North and 
South America and Europe find that a 
large proportion of their major indus- 
tries are on the verge of depression, there 
is no hope in the dictum that workers 
must seek employment in less congested 
industries and that surplus plants must 
be adapted to new uses. There are no 
industries in a position to receive such 
an overflow.” At that time the Letter 
went on to examine the possible causes 
of this under-consumption, and came to 
the definite conclusion that it was not 
lack of gold which had created the situa- 
tion. In proof of this statement it ad- 
duced the fact that the total volume of 
production at the end of 1929 was 
smaller than at the beginning of the 


T= production of the great basic 


From an address at the University of 
Toronto. 


year. If there was sufficient gold in the 
world to support the price structure at 
the beginning of 1929, it is evident that 
there was sufficient early in 1930, when 
production was at a lower level. Statis- 
tical proof of this statement was given 
in some detail. The Letter stated that it 
should be possible within narrow limits 
to prevent either a rise in the value of 
gold, which is the same as a fall in the 
price level, or a decline in the value of 
gold, which is advancing prices. It 
urged that the central banks co-operate 
in creating a larger volume of credit on 
the basis of the existing gold supply and 
said that it would create confidence if 
there were a clear understanding be- 
tween principal financial countries with 
a view to co-operation in the control of 
prices, and that no monetary advantage 
or consideration of prestige of a single 
country should be allowed to cloud an 
issue which was so important to the 
economic welfare of the world. 

In July, 1930, the Letter once more 
called attention to the rapid decline in 
prices and stated that tightness of credit 
during 1928 and 1929 had been respon- 
sible for the depression. It pointed to an 
average investment of $200,000,000 a 
year from the United States in Latin 
America and its beneficial influence in 
expanding the industrial activity of that 
area. It showed that the cutting off of 
this supply of credit reduced the buying 
power in that area and that the influence 
of the similar tightening up of credit 
had spread throughout the world. 
Higher rates, available for loans for 
speculative purposes, had cut off credit 
supply for the development of ordinary 
trade. The Letter predicted that there 
could be no substantial recovery until 
credit had been made cheap and plenti- 
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ful and suggested that the low rediscount 
rate then prevailing in New York was 
not indicative of either cheap or plenti- 
ful credit. Those who needed to borrow 
could not secure money at any price. 
The low rate prevailing in the call 
money market was not applicable to 
business. The financial measures neces- 
sary for the restoration of confidence 
had not been taken. Even at that time 
it was becoming clear that each succes 
sive month was making the situation 
more difficult to remedy. 

Breaking with a tradition which pre- 
vents a bank in one country from criti- 
cising the banking policy of another 
country, the Letter made the definite 
suggestion that the Federal Reserve 
policy was permitting the volume of 
credit in the United States to fall off 
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With the world on the gold basis, 
those countries with the principal gold 
supply had the responsibility for taking 
the initiative. The problem has been 
reduced to much smaller proportions by 
suspension of gold payments during 
1931 by more than one-half the business 
world. Those countries no longer on a 
gold basis have means of controlling their 
own price level, although the machinery 
for doing so is not perfect and outside of 
Great Britain and Sweden there seems 
to be no great number of economists and 
banking authorities who have given con- 
sideration to this phase of the subject. 
Generally, the attitude of the govern- 
ments, the press and the public is that a 
misfortune has overtaken the country 
which will be overcome at the earliest 
possible moment. They overlook the 


“Until the gold countries can devise the means of raising 
their prices and create manageable machinery which will insure 
a greater measure of stability, other countries will hesitate to 


again adopt the gold standard.” 


too rapidly, and pointed out that Federal 
Reserve credit might be expanded by 
purchases of United States Government 
securities in such volume as to check the 
decline in commodity prices. At that 
stage of the depression, it would have 
been relatively simple to have checked 
the downward movement. 


THE PRICE LEVEL 


Throughout the period of depression 
the Royal Bank of Canada has taken the 
view that the price level is dependent 
upon the relationship between volume 
of credit and volume of production. As 
the volume of credit decreased more 
rapidly than production fell off, price 
declines became inevitable. This process, 
if understood by the central banking 
authorities, could have been controlled 
within reasonable limits and it is to this 
central cause that the hard times which 
prevail throughout most of the world 
must be attributed. 


advantages which have accrued to them 
by reason of the premium on gold and 
fail to realize that they can afford to 
seek the old parities of exchange with 
the gold countries only after deflation 
has been arrested and reversed and the 
price level of the gold countries brought 
up to a level with their own. It is not 
hard to understand public psychology in 
the matter; those who are hurt are artic- 
ulate and those who benefit to at least 
an equal degree have been silent. It 
would seem that the monetary loss to 
one class, mainly government bodies, 
will be somewhat more than offset by 
the gain of another class, mainly the ex- 
port industries, but the effect of the 
premium on gold in checking deflation 
and improving the price level ‘is a most 
important positive advantage. The 
writer has already emphasized that the 
mismanagement of the gold standard is 
the source of our difficulties, but it is not 
that he sees no advantage in a standard 
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international medium of exchange. It 
is even more important, however, that 
money should be a stable measure of 
value. It is primarily on this point that 
the gold standard has failed. Until the 
gold countries can devise the means of 
raising their prices and create manage- 
able machinery which will insure a 
greater measure of stability, other coun- 
tries will hesitate to again adopt the 
gold standard. 


NEW SYSTEM OF EXCHANGE POSSIBLE 


Indeed, unless the gold countries are 
prepared to conform to certain condi- 
tions within a reasonable period of time, 
it is by no means beyond the bounds of 
possibility that a new system of money 
and exchange might be developed, based 
on a central unit intelligently managed 
and stabilized in relation to the index 
numbers of the price level. Sterling is 
the logical basis of such a system. The 
traditional position of sterling as the 
world’s medium of exchange, the posi- 
tion of London as the world’s banking 
center, her wealth of experience, her 
splendid banking system, at the center 
of which the Bank of England operates 
without the stringent restrictions and 
inhibitions of the central banks of France 
and the United States, form a combina- 
tion ideally designed for this purpose. 
Within the Empire, except in Canada, 
no basic changes are needed to bring 
this about; the rupee of India is really 
a unit of sterling. The Scandinavian 
countries immediately followed sterling 
off the gold basis and have seriously dis- 
cussed stabilizing their currencies in 
terms of sterling. It requires no great 
stretch of the imagination to visualize a 
similar change in other European coun- 
tries, Japan and South America. 

It is clear, however, that if the value 
of gold should decline to a point where 
gold currencies are again quoted at par 
in sterling, and this means that the price 
level of gold countries would rise to the 
price level of Great Britain, all sterling 
countries would be, for practical pur- 
poses, back on the gold basis. Before 
iccepting this position, it would be 
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proper for Great Britain to assure her- 
self that the central banking machinery 
of the more important countries had 
been so changed as to insure that the 
disaster which has overtaken the world 
can never happen again. 


PROBABLE TREND OF EVENTS 


Whether or not a sterling bloc should 
be formed, it is pertinent to examine the 
probable trend of events and particularly 
the trend of the price level in gold 
countries. It will be sufficient for our 
purposes to confine ourselves to the situ- 
ation in the United States. The sus- 
pension of gold payments which has 
occurred during 1931, has reduced the 
market for gold to two countries— 
France and the United States. The in- 
creased value of gold has stimulated 
mining, with the result that the two 
greatest producers, South Africa and 
Canada, have made new records during 
the last year; Canadian production for 
1931 shows an increase of 27.5 per cent. 
And the world has discovered a new 
gold mine! More than £25,000,000 
in gold has been shipped from India 
within the last four months. This is an 
unprecedented movement, sharply re- 
versing the trend of centuries. No reli- 
able statistics of Indian gold holdings are 
available but it is probably no exaggera- 
tion to say that India has the greatest 
supply of any country in the world, and 
cheap silver offers Indians a satisfactory 
alternative for their hoarding purposes. 
This may indeed provide the answer to 
the silver question. There are large 
stocks of gold in other countries, notably 
Spain, Argentina and Uruguay, that will 
continue to seep ‘into the gold countries. 
According to classical theory, such move- 
ments should produce a rising price level 
in gold countries. That it has not done 
so to date is due perhaps to the most ex- 
traordinary development of the present 
period—the hoarding of money on a 
hitherto unknown scale in France and 
the United States. That receipts of gold 
must eventually produce their usual re- 
sult in raising prices, there can be no 
room for doubt; however, the present 
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disorganization of business and the gen- 
eral lack of confidence is such that even 
large new supplies of gold may not be 
immediately sufficient to prevent further 
deflation. 

Having failed to stem the tide of de- 
flation with existing banking machinery, 
the United States Congress is now con- 
sidering comprehensive plans to liquefy 
credit and restore confidence. The 
Credit Corporation, organized privately 
with capital supplied by commercial 
banks, was able to stem the crisis of 
October, although its operations amount- 


impossible to balance their budgets and 
the necessity for borrowing to make up 
deficits must sooner or later tend toward 
producing the larger volume of credit 
necessary for expansion. The Reserve 
Banks have announced a more liberal 
credit policy and have reduced their 
buying rate of bankers’ acceptances, 
While the present situation is critical, 
the inflow of gold, the Hoover program 
and government finance are working to- 
ward an improvement in the price level. 

Post-war events and the fact that in- 
flation can be carried to unlimited 


“Unless the gold countries are prepared to conform to certain 
conditions within a reasonable period of time, it is by no means 
beyond the bounds of possibility that a new system of money and 
exchange might be developed, based on a central unit intelligently 
managed and stabilized in relation to the index numbers of the 
Sterling is the logical basis of such a system.” 


price level. 


ed to no more than a gesture. The 
Reconstruction Finance Corporation, 
which has taken its place, is the most 
important unit in the Hoover program. 
Other units provide mortgage funds for 
residential buildings and assistance to 
land banks. 

These agencies would seem to provide 
all reasonable requirements and, should 
this prove to be the case, a reversal of 
hoarding should gradually set in. Only 
a return of confidence in financial insti- 
tutions is required to reverse the whole 
trend of business. 

But this does not exhaust the factors 
working towards “re-flation.” All gov- 
ernment bodies are finding it practically 


lengths, while deflation must in time 
burn itself out, has led to a tremendous 
emphasis being placed upon the disas- 
trous results of inflation. Inflation and 
deflation are equally bad, and stability 
of prices is the means by which social 
justice is best served. If we are to at- 
tain a satisfactory new equilibrium at 
a higher price level, the anti-deflation 
measures which are being taken are 
essential, but there may come a time in 
the not distant future when it will be 
necessary to take measures to arrest ad- 
vancing prices, and the possibility of this 
situation arising seems greatly accentu- 
ated by the fact that many countries are 
off the gold standard. ‘ 





Profits Needed for Bank Safety 


Financial Institutions Must Be Liquid to Be Safe; Profitable to 
Be Liquid 


By E. W. McLeop 
Vice-President Morgan County National Bank, Decatur, Ala. 


E have been taught that sound 

\X / banking practice recognizes at 

least three major functions in 
the operation of banks: 

1. To meet promptly and fully the 
demands of the depositors who entrust 
their funds to banks. This is the bank’s 
first obligation and it must fortify itself 
so it will be able to meet these demands 
when made. 


of the financial structure of any busi- 
ness enterprise. They may discuss sea- 
sonal variations, depreciation, sinking 
funds and reserves. They may prepare 
graphic charts showing secular trends, 
etc., but when they have done all of this, 
they have arrived at this result and con- 
clusion: If total expenditures have been 
less than income from operations, the 
business has made a profit. If we try 


“While shareholders are entitled to a return commensurate 
with the investment risk and desirability, this should be subordi- 
nated to the building up of ample reserves for the protection of 


the depositors and for serving the financial requirements of the 
community.” 


—_—_———— 


2. To satisfy the legitimate credit 
demands of communities which are 
served. 

Along with a full recognition of this 
obligation, however, the experiences we 
have had during the last few years em- 
phasize that which we have always 
known, but have not generally practiced, 
that the assets of a bank should not be 
tied up with an unreasonable proportion 
of local loans. For it has become quite 
obvious that, if a bank is to keep open 
its doors, a substantial portion of its 
assets must be self-liquidating, and of a 
nature which would make them eligible 
for rediscount. 

3. A bank must make a profit from 
its Operations. 

Experts may introduce all sorts of 
technicalities and make elaborate surveys 


From an address before the Southern Bank 
Management Conference. 


to operate on any other basis we run the 
risk of financial embarrassment, loss and 
probable failure. 

It is a recognized fact that a bank can- 
not be successful unless it earns a profit; 
that it cannot be profitable unless it has 
the confidence of its depositors; that it 
cannot enjoy this confidence unless it is 
liquid, and therefore safe to transact 
business. And if there is no substitute 
for safety in the banking business, it is 
also true that there can be no permanent 
substitute for profits in maintaining the 
elements of safety and soundness. We 
have always been taught that a bank is a 
quasi-public institution, and the public 
needs must be served, but we also know 
that the ultimate objective in operating 
a bank is to make a profit. It is neces- 
sary that a bank earn not only reasonable 
dividends for the stockholders, but it 
must in addition earn substantial reserves 
to take care of losses, which are in- 
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evitable in the operation of any com- 
mercial enterprise. 

The late James J. Hill, famous as a 
railroad builder, said on one occasion: 
“Do you wish to know whether or not 
you will be a success? The test is sure 
and infallible. Are you able to save 
money? If not, drop out. You may not 
think so, but unless you are able to save 
money, you do not have the elements of 
success in you.” ‘If this be true of in- 
dividuals, it is likewise true of banking 
institutions. 

Profitable banks are, therefore, safe 
banks, and a bank must be safe if it is to 
contribute its proper share to the up- 
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banks derive a profit from operations, 
but that every department of the bank 
should contribute to its earning power. 

In making an analysis of depositors’ 
accounts, it has been demonstrated time 
and again that the handling of transac- 
tions of about two-thirds of the accounts 
of depositors absorbed about four-fifths 
of the expense account, and these same 
two-thirds of the depositors carried less 
than one-third of the deposits. The re- 
sult has been that banks have been forced 
to adopt a more careful analysis of ac 
counts and install a service charge on 
unprofitable accounts. This has been 
done in order to assure that, in handling 


“It is a recognized fact that a bank cannot be successful unless 
it earns a profit; that is cannot be profitable unless it has the 
confidence of its depositors; that it cannot enjoy this confidence 


unless it is liquid and therefore safe to transact business. 


And 


if there is no substitute for safety in the banking business, it is 
also true that there can be no permanent substitute for profits 


in maintaining the elements of safety and soundness.” 


building, development and stability of 
the community which it serves. 


DECLINE IN EARNINGS 


All of us are aware that bank earn- 
ings have declined rapidly during the 
last few years. During prosperous years 
the handling of increased business incurs 
additional expense and, when a recession 
comes along, it is not alwavs possible to 
reduce overhead expense in proportion 
to the loss in revenue, and profits which 
were satisfactory during the more pros- 
perous years become unsatisfactory when 
business slows up. It therefore becomes 
necessary to seek new sources of profit 
and to develop new revenue-producing 
business. 

Until recent years banks have been 
rendering all kinds of free service to 
their customers, based upon the expecta- 
tion that expenses incurred in rendering 
this kind of service would be absorbed 
by income from loans and other invest- 
ments. But it is necessary not only that 


an account for a. customer, it would at 
least not show a loss. 

The elimination of so much free ser- 
vice, the establishment of a minimum 
charge on small loans, a fee for handling 
items left with the bank for collection or 
safekeeping, an analysis of doubtful ac- 
counts to determine the actual daily bal- 
ance, and the activity costs, and many 
other items of service rendered for which 
a charge should be made, have added 
materially to the profits of a bank. 

Nearly every other business fraternity 
has adopted a uniform cost system, and 
it should not be a difficult task for the 
Commission on Bank Practice to pave 
the way for a country-wide adoption of 
a uniform and reasonable application 
cost in handling banking transactions, 
allowing each bank to determine and use 
its own costs. This uniform cost could 
in most instances well apply to all trans 
actions affecting bank customers. It is 
an impossible task to conserve the profits 
of a bank, unless profits are earned. 
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DIVIDENDS 


The section of the National Bank Act 
dealing with the declaration of dividends 
recites: “The directors of any associa- 
tion may, semi-annually, declare a divi- 
dend of so much of the net profits of the 
association as they shall judge expedient; 
but each association shall, before the 
declaration of a dividend, carry one- 
tenth of the net profits of the preceding 
half-year to its surplus fund until the 
same shall amount to twenty per centum 
of its capital stock.” 

Sound bank management, in the light 
of recent experiences, suggests that divi- 
dends to shareholders be restricted, and 
that a larger percentage of net profits 
than is, at present, required under the 
Act, be reserved until a bank’s surplus 
fund shall amount to at least 50 per cent. 
of its capital stock. A sounder basis, it 
would seem to the writer, would be to 
pay shareholders modest dividends until 
its surplus, undivided profits and reserve 
accounts approximate an amount equiva- 


lent to its capital stock. 

While shareholders are entitled to a 
return commensurate with the invest- 
ment risk and desirability, this should be 
subordinated to the building up of ample 
reserves for the protection of the de- 
positors and for serving the financial re- 


quirements of the community. Share- 
holdings in a bank are, in a sense, by 
their nature different from other invest- 
ments. In smaller localities, especially, 
the wisdom of a wide distribution of 
bank stock has been questioned, for time 
has proved that all shareholders are not 
depositors, and are, in many cases, 
mainly interested in the return on their 
investment. Shareholders in banks should 
be interested in maintaining modest divi- 
dend policies until substantial reserves 
have been set aside, for the reason that 
should losses arise in loans or other in- 
vestments, which would bring about an 
impairment in the capital structure, su- 
pervising authorities are empowered un- 
der the law to require shareholders to 
make good the impairment. In many cases 
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of national bank failures, especially when 
the surplus, profits and reserve accounts 
are relatively small, the shareholders are 
assessed an amount fully equivalent to 
their par holdings by the Comptroller of 
the Currency. 

The Honorable James H. Eckles, 
Comptroller of the Currency in the 
early nineties, incorporated the follow- 
ing statement in one of his reports: 


The equipment of trunk railway lines 
with the block system and other safety 
devices against accident has materially 
increased the security of the traveler, but 
has not made collision impossible. The 
system will accomplish its purpose if the 
men who operate the machinery faith- 
fully and diligently discharge their 
duties, and the engineer who runs the 
train observes and heeds the danger 
signals with which he is familiar. But 
when one neglects his duty by failing to 
set the signals, or the other by disregard- 
ing them, and plunges ahead into uncer- 
tainty, disaster is the inevitable result. 

“So, too, it is with banking. If the 
management of banks honestly and faith- 
fully discharge the duties that devolve 
upon them by law, and equip their banks 
with the block system of prudence and 
conservatism, and eliminate all hazardous 
ventures and speculative risks, the safety 
of the depositor and the stability of our 
banking institutions will be augmented 
in the same degree as the safety of the 
traveler, and the certainty of the per- 
formance of the train, have been in- 
creased by the adoption of modern safety 
devices.” 


The personal equation is the basis of 
confidence in banking. But a bank can- 
not inspire confidence unless it is liquid 
and safe to transact business. It cannot 
be safe and sound unless it is profitable. 
This confidence can be inspired and 
maintained through a conservation of its 
earnings, plus an absolute reliance upon 
the honesty, conservatism and good 
judgment of the men who direct and 
manage the affairs of our financial in- 
stitutions. 








Reconstruction Finance Corpora- 

tion and of the Glass-Steagall Act 
is expressed by the Economic Policy 
Commission and the national officers of 
the American Bankers Association, in a 
statement which also lauds the non- 
partisan statesmanship which has given 
the nation a “comprehensive plan of 
action” against abnormal financial con- 
ditions. 

It is particularly fortunate that these 
measures are on lines that “do not make 
for what is commonly termed inflation,” 
the association says, while they will pro- 
vide sound means for the necessary ex- 
pansion that business revival justifies. 
The Glass-Steagall Act, it declares, will 
protect the gold reserves and make them 
adequate under any demands that may 
be made upon them. 

The statement in full follows: 

“By the exercise of broad-minded, 
non-partisan statesmanship at Washing- 
ton the nation has been provided through 
the Reconstruction Finance Corporation 
and the Glass-Steagall Bill with a com- 
prehensive plan of action against the 
utterly abnormal financial difficulties that 
confront the United States in common 
with all the countries of the world. The 
practical character of these measures 
should immediately inspire our people 
with renewed confidence in the ability 
of this country to lead in working out 
a sure, sound restoration of normal busi- 
ness and financial relationships. These 
two measures will make more effective 
the vital powers of economic strength 
that are fundamentally inherent in our 
country. 

“The Reconstruction Finance Corpora- 
tion is a thoroughly practicable plan 
whereby, without recourse to unsound 
devices, our national financial strength 
can be brought more fully to bear in aid- 
ing in the. re-establishment of the proper 
functions of our national agriculture, 
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[Jinn approval of the 






Bankers Approve Federal Financial 
Legislation 


commerce, transportation and banking, 
that have all been hampered in the per- 
formance of their various services to the 
public by circumstances beyond their 
control, but which they will undoubtedly 
be helped to surmount by the means now 
provided. This clearly holds real benefit 
not merely to any particular group or 
class but to every individual in the land, 
for the well-being of all alike is insepa- 
rably bound up in these basic activities. 

“The Glass-Steagall Bill will directly 
buttress the foundations of our national 
credit structure. By giving added flexi- 
bility and availability to the resources to 
which the Federal Reserve System and 
all its members can turn under the un- 
usual circumstances now existing, it will 
materially augment their abilities to co- 
operate with all phases of our economic 
life. It definitely fortifies and protects 
our gold supplies and renders them fully 
adequate as reserves under any demands 
that may be made upon them. The na- 
tion is thus provided with an enlarge- 
ment in the usefulness of its reservoir of 
credit resources which will make it pos 
sible for our banks to pursue more nearly 
normal relationships with business. 

“It is particularly fortunate that these 
two reconstructive measures have been 
created along lines that do not make for 
what is commonly termed inflation. We 
are definitely of the belief, however, that 
they do provide sound means that will 
permit of the necessary constructive ex- 
pansion of credit that a revival of busi- 
ness justifies, as distinguished from un- 
sound monetary inflation. 

“Our unhesitating approval of these 
measures is based on the thought that, 
by restoring confidence and activity to 
every class of productive business, in- 
dustry and finance, they should bring a 
return of economic security to workers 
of all kinds and a lifting of anxiety from 
the homes and the family life of all our 
people.” 


Safe Deposit in England 


Development Has Been Rapid in Recent Years and Is Expected 
to Continue 


By H. EMory CHuBB 
Of Chubb & Son’s Lock and Safe Co., Ltd., London 


{From The Scottish Bankers Magazine] 


various countries depends on many 

factors. In this, as in other 
branches of scientific or educational de- 
velopment, it need scarcely be said that 
certain countries are in a more advanced 
state than others. In newly developed 
areas, where risks are great, the tenure 
of property uncertain, the police force 
not so adequate as in older-established 
countries, also where the risk of fire is 
greater than in modern cities, it is ob- 
vious that this form of security will be 
in considerable demand. Again, in the 
modern wealthy city, where money is 
easily made and where an unscrupulous 
population is ready to take advantage 
of the thrift and enterprise of others 
known to possess wealth, the advantage 
offered by this system is evident. Also, 
in certain countries where what may be 
termed a natural suspicion of others 
exists, combined with a natural curiosity 
as to the possessions of neighbors, the 
safe deposit habit has grown. 

The use of safe deposits becomes in- 
deed a national habit from any of the 
three foregoing reasons, and instances of 
this may be cited respectively in the cases 
of Australia, the United States and Bel- 
gium where, for the various reasons 
enumerated, the growth of this system 
of security during the last twenty years 
has been phenomenal. 

It may not be generally known that 
during the present year the safe deposit 
business in England has increased to a 
large extent, and that there is good rea- 
son to believe that the growth of interest 
in this specialized business will spread 
considerably. In Great Britain the de- 
velopment of this branch of security 


Ts public use of safe deposits in 


business has in the past been slow owing 
to the comparative security of personal 
property, for which the vigilance of the 
police has to be thanked, and also to the 
fact that until within recent years the 
number of serious burglaries has been 
relatively few, and largely because many 
banks have in the past been prepared to 
accept customers’ property without mak- 
ing any charge, but to the keen observer 
it would appear that the old order is 
changing and giving place to the new. 


REASONS FOR INCREASE 


The reasons for the recent and steady 
increase in this business in England are 
threefold. In the first place, many bank 
customers who in the past have given 
their securities or valuables into the cus- 
tody of their bank, would seem to prefer 
placing them in a public safe to which 
they can have free access whenever they 
like and without troubling the bank 
official, who often, in addition to other 
duties, may be charged with the super- 
vision of personal property deposited by 
private customers. The second influence 
is that, by reason of the safe deposits al- 
ready in existence, the public has learned 
to appreciate and take advantage of the 
many amenities offered by these institu- 
tions, where property or papers may be 
examined at leisure under favorable con- 
ditions. The third factor of considerable 
importance is that many people who have 
been in the habit of keeping their valu- 
ables at home have learned—it may be 
from experience—that it is wiser to pay 
for adequate protection at a small cost 
under conditions now available. 

During recent years the press has 


297 





298 


given considerable prominence to the 
frequent depredations of thieves, whether 
they be of the cat-burglar type or those 
who bodily remove small safes, or of the 
scientific type which has availed itself of 
some of the modern methods of quickly 
and quietly opening them. 

The truth is that the ordinary indi- 
vidual with paper property or jewelry 
valued at anything between £100 and 
£5000 will not face the cost of a safe 
which would adequately protect his in- 
terests, for the reason that such a safe 
must of necessity cost several hundred 
pounds, whereas by renting a small safe 
at an annual charge of £1 in a thoroughly 
up-to-date safe deposit he realizes that 
he greatly benefits under this system of 
collective security. 

In London there are already some fif- 
teen safe deposits, but several of these 
are scarcely known owing, probably, to 
poor propaganda and inadequate adver- 
tising. A distinct move, however, was 
made during 1931 to popularize this 
method of collective security; and there 
is no doubt but that the movement, once 
started on right lines, and given the 
fillip of publicity, will spread rapidly 
through the country. 

Some two or three years ago the Mid- 
land Bank built in its head office a large 
strong room fitted out as a safe deposit 
for the purpose of letting compartments 
to the public; and this year the room in 
question has been extended owing to the 
popular demand, and the bank has also 
put up a further installation in its im- 
portant branch in Leadenhall street. 


THE LONDON SAFE DEPOSIT 


One of the most modern safe deposits, 
to be known as the London Safe Deposit, 
situated in Dorland House, Lower Re- 
gent street, London, is at present being 
completed and will be opened at an early 
date. This installation has been designed 
and built on the most approved lines, 
and consists of a large tangbar-concrete 
treasury measuring some eighty feet by 
twenty-five feet, with a complete steel 
lining. The entrance is protected by a 
twenty-ton rectangular door built to re- 
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sist all the known methods of attack, 
and controlled by four keyless locks, as 
well as a quadruple time lock. Internally 
the chamber is divided into three parts, 
the first of which is devoted to the re- 
ception of some 1500 small compart- 
ments of varying sizes, all built of pol- 
ished stainless steel and bronze. The 
partition separating this portion of the 
room from the adjacent box room is 
built of plate glass mirrors backed by 
steel, with an ornamental entrance gate 
placed in its center giving access to the 
box room where customers may deposit 
their valuables for any length of time. 
Beyond the box room comes a row of 
small internal strong rooms intended for 
the use of companies, wholesale jewelers 
or dealers in valuable antiques. The safe 
deposit chamber fitted with small com- 
partments has been covered entirely with 
stainless steel, and particular care at the 
same time has been devoted to the light- 
ing and ventilation, with the former be- 
ing carried out by means of a cornice of 
opal glass which entirely surrounds the 
room, practically filling up the space be- 
tween the top of the compartments and 
the panelled ceiling. The ventilation in 
this instance is carried out by means of 
a forced draught entering through the 
manhole or emergency door which is 
situated in the box room. 

In the outer chamber provision has 


‘been made for eventually installing some 


10,000 compartments, if this should be- 
come necessary, which would bring in a 
rental of anything between £18,000 and 
£20,000 per annum. 

The locking arrangement of the com- 
partments is not without interest, and 
has been so designed as to meet all pos- 
sible requirements. On first renting a 
compartment, the visitor, after the neces- 
sary preliminaries such as registration, 
etc., have been completed, and he has 
chosen the size of compartment which he 
needs, is handed a sealed envelope by the 
custodian, containing a key which no 
one excepting the manufacturer has ever 
seen. Before the individual compart- 
ment can be opened, the custodian has, 
first of all, to give the lock a turn with 
his key, which regulates it so that the 
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customer is enabled to open. It is a 
truism that people will often forget to 
lock a safe, but very few instances have 
come to light of the key being left in 
the keyhole once the safe has been 
locked; and to overcome this human fail- 
ing, the locks are so arranged that the 
renter’s key cannot be withdrawn until 
the compartment be locked, when the 
action of the renter’s key alone performs 
the double locking and makes it unneces- 
sary for the custodian to be summoned. 
Some compartments are fitted with key- 
less locks, the combination of which can 
be altered at will by the renter; others 
are fitted with dual or triple control in 
addition to that of the guardian, for the 
purpose of trustees or others desiring 
such control. The system on which the 
safe deposits are worked is of the utmost 
importance, and to prevent fraud elab- 
orate precautions are taken to prove the 
identity of the renter and to know the 
times and dates on which he enters or 
leaves the installation. Outside of the 
strong room are fitted a number of re- 


tiring cubicles, to which renters may re- 
tire to examine the contents of their 
compartments in privacy and at leisure. 


ADVANTAGES TO BANKS 


The advantages of safe deposits to 
banks may be considerable, for should 
the principle be established that banks 
will rot hold valuables for their cus- 
tomers free of charge, a safe deposit 
could be installed which, if properly 
managed, would unquestionably prove a 
source of profit, quite apart from the 
convenience that the bank would feel at 
no longer having to hold a variety of 
articles free of charge, which may be 
called for at any time. 

To equip and make a success of a safe 
deposit there are several factors which 
have to be carefully considered, and 
these, if followed out in a thorough and 
business-like manner, will no doubt in- 
sure a satisfactory result to its promoters. 
It would be quite possible for two sep- 
arate safe deposits, each costing the same 
amount, to be built side by side, and at 
the end of a year the one might be prac- 
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tically empty, whilst the other might be 
running as a successful business under- 
taking. This latter would owe its suc- 
cess entirely to the thought given to its 
lay-out, construction and administration. 

In designing a safe deposit, the 
psychological aspect must not be ignored, 
for it is of the utmost importance that 
the visitor, whether a prospective cus- 
tomer or not, should be impressed by 
the sense of security offered. This is 
achieved in various ways. The ap- 
proach to the strong room should be 
spacious and dignified. The. customer, 
having alighted from a lift, or having 
descended a staircase, should first see a 
massive steel grille which separates him 
from the administration office of the cus- 
todian, as well as from the entrance to 
the strong room. When the gate has 
been opened to him, he next comes into 
contact with the custodian. As a matter 
of fact, the success of the installation 
will largely depend on the impression of 
confidence created by the custodian on 
his customers. The system of registra- 
tion and identification should be care- 
fully explained, and by this means the 
customer will realize that the safe deposit 
has his interests at heart, so far as pro- 
tection against fraud or the wrongful 
use of keys are concerned. The next 
impression he should receive is of the 
great strength and solidity of the main 
entrance door, the action and security 
of which should be demonstrated, and, 
having passed through this, the visitor 
will be surprised at what is an entirely 
new impression, that afforded by the ap- 
pearance of the softly lighted chamber of 
polished steel. The writer has on sev- 
eral occasions witnessed the great sur- 
prise evinced by visitors entering a mod- 
ern safe deposit for the first time, when 
the expression has more than once been 
used, “I never realized that such a thing 
existed.” The impression of structural 
strength created by the polished steel 
walls and compartments may be en- 
hanced by artistic design. 

That those effects may be secured quite 
simply is evidenced in the case of the 
London Safe Deposit. Here the floor 
has been covered with saxe-blue rubber, 
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in which has been inserted an orange 
band running completely round the room 
and about three feet from the compart- 
ments. These colors blend exceptionally 
well with the polished steel and gun- 
metal of the compartments. As already 
stated, the steel partition dividing the 
room roughly into two parts is covered 
with large plate glass mirrors, which 
give an illusion of increased size, and in 
one of these mirrors an emergency tele- 
phone has been fitted in a glass case, to 
be used in the event that any one is 
locked in the room, when full instruc- 
tions could be obtained for “tripping” 
the time lock, so that the main door 
could be opened. 

Every compartment should be fitted 
with a light steel box for the convenience 
of the renter, and these are generally 
carried out for inspection to the small 
booths or retiring rooms, where they can 
be examined in privacy and at leisure. 
The design of these rooms is of some im- 
portance, and they are fitted with elec- 
tric lights both above and below the 
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table, which, in the case of small rooms, 
comes close up to the wall, and is sup- 
plied with pens and ink. When a room 
is occupied a colored signal appears on 
the outside, and when vacated a different 
light appears, warning the custodian 
that, although the room is empty, he or 
one of his subordinates has not examined 
it to see that nothing has been left be- 
hind. Until this has been done, and the 
lock of the door regulated by a special 
key, no further use can be made of the 
compartment. The precautions and safe- 
guards which might be taken are end- 
less. We have indicated a few of the 
more practical ones, and experience at 
centers where the safe deposit business 
is active has proved their necessity. 
That safe deposit business can be made 
a commercial success, provided it is un- 
dertaken in a business-like manner and 
that suitable propaganda is employed, 
goes without saying. It is manifestly 


apparent that the advantages offered by 
such a system are very great. 


The new building of the Framingham National Bank, Framingham, Mass., is of 


Indiana limestone with a base of Deer Isle granite. 


entrance are of bronze. 
surrounding buildings. 


Windows, balconies and main 


Architectural style was selected to harmonize with the 
Thomas M. James Company, of Boston, were the architects. 





The Problem of the Railroads 


Emergency Measures Adopted Will Not Give Permanent Relief, 
for Which United Effort Is Necessary 


By GRENVILLE CLARK 
Of Root, Clark & Buckner 


HE basic theory on which our rail- 

road system has been built up and 

maintained is that the people, as 
distinguished from their government, 
should own and finance their rail trans- 
portation facilities upon the railroads’ 
own credit unaided by the taxing power. 
It is axiomatic that any business unsup- 
ported by government must have suf- 
ficient net earnings to enable it to attract 
funds in the competition of the market. 
On no other terms can an industry de- 
pendent for capital on the investing 
public meet its debts—not to speak of 
improving its facilities or product. The 
all-important present fact concerning the 
railroads (and in its possible implications 
a fact which might have an important 
effect upon the whole economic and even 
the political life of the country) is that 
railroad net earnings have fallen to a 
point where the system of financing the 
industry upon its own credit has, for the 
time being, collapsed, so that, to fill the 
gap, government credit is about to be 
supplied on a large scale. The question 
now is whether there is sufficient wis- 
dom, imagination and leadership in this 
country to find ways and means to dis- 
continue this reliance on government 
within a reasonable time, or whether re- 
sort must be had to government credit 
for an indefinite period with all the pos- 
sible consequences inherent in such a 
course. 

Bankers are familiar with the essential 
facts concerning railroad earnings. They 
received wide publicity in the recent na- 
‘tional rate case; they were summarized 
recently by the committee of nine rail- 
road presidents which conducted the 


From an address before the Eastern Re- 
gional Savings Conference. 


wage negotiations in Chicago. There is 
no necessity to review those facts in 
detail. However, in order that each 
banker may form his own opinion as to 
the adequacy or inadequacy of what is 
now being done, certain of the prime 
factors of this problem will be sum- 
marized here: 

(1) The railroad industry represents 
an investment at book value of about 
$26,000,000,000. (2) Its net operating 
earnings in 1931 represented a return 
of about 2 per cent. on this investment. 
(3) The total capitalization of the in- 
dustry consists of about $19,000,000,- 
000, divided into approximately $11,- 
000,000,000 par amount of bonds and 
other debt and $8,000,000,000 par 
amount of stock outstanding. (4) The 
total annual fixed charges (including 
rent of leased lines) are roundly $700,- 
000,000—in 1931 $695,000,000. (5) In- 
cluding operating income and all other 
income, these charges for the industry 
as a whole were covered in 1931 by a 
margin of only about 12% per cent. 
(6) In 1931, seventy-two roads failed 
to cover their fixed charges. (7) The 
volume of business, both freight and 
passenger, has drastically declined in the 
last two years, and because of the de- 
velopment of competing agencies on the 
highways, on the water and in the air, 
the best opinion is that there can be 
no assurance that the roads will regain 
their former volume of traffic for many 
years, if ever. (8) Railroad bonds are 
held to the amount of $4,700,000,000 by 
life insurance companies and savings 
banks and to the amount of probably 
$1,500,000,000 by commercial banks so 
that they form an integral and important 
part of the national financial structure. 
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(9) There are large maturities of both 
funded and unfunded debt amounting 
to $402,000,000 in 1932, according to 
a statement of Daniel Willard, president 
of the Baltimore and Ohio, and addi- 
tional large maturities in the next few 
years. (10) Under existing conditions, 
except in rare cases, it would be impos- 
sible to finance these maturities by the 
sale of securities to the public. 

This state of affairs does indeed pre- 
sent a challenge to the resourcefulness 
and capacity of our leaders in govern- 
ment, in railroad management and in 
finance. What then are they doing 
about it and are the measures under 
way or in view adequate to solve the 
problem? 

For clear thinking, steps of a purely 
temporary and emergency character 
should be sharply distinguished from 
measures directed to a real solution of 
the underlying question of earning 
power. 


EMERGENCY MEASURES 


Of the former or temporary sort is to 
be placed the recently organized pool 
of the proceeds of the emergency rate 
increases. In the same category is the 
contemplated direct governmental aid 
from the Reconstruction Finance Cor- 
poration. It seems certain that the rail- 
roads will require and will presumably 
receive through this corporation govern- 
ment loans running into very large sums 
over the next eighteen months. 

The essential feature to observe con- 
cerning these two much discussed mea- 
sures is that they are of an avowedly 
temporary nature. The emergency rate 
increases, which were granted for the 
express purpose of aiding the roads to 
meet fixed charges, terminate on March 
31, 1933. The loans to be made by the 
Reconstruction Corporation will repre- 
sent only temporary financing; and such 
loans, of course, do not add a dollar of 
revenue. These measures are highly es- 
sential. I do not deprecate their im- 
portance, but I must point out that they 
are not directed to that real stabilization 
of earning power which alone can per- 
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mit the roads to meet their requirements 
by the sale of securities to the public. 


FOR PERMANENT RELIEF 


In respect of a program having more 
fundamental and longer-view purposes, 
the most comprehensive statement of a 
constructive plan is to be found in the 
last section of the Interstate Commerce 
Commission’s decision of October, 1931, 
in the so-called 15 per cent. rate case 
under the heading “The Railroad 
Future.” Here will be found a far- 
reaching set of recommendations the 
adoption of which would go a long way 
toward placing railroad credit on a solid 
footing. Recognizing that there is no 
single and easy panacea, the Commission 
has recommended a series of steps de- 
signed, when taken together, to accom- 
plish a great result. Without going into 
detail, I mention briefly the chief points 
of this program: 

1. The amendment of. Section 15a of 
the Interstate Commerce Act to repeal 
the recapture of earnings both for the 
future and retroactively, and further to 
prescribe a new general formula for rate 
regulation which would recognize in sub- 
stance that railroad rates should be main- 
tained in good times in order to permit 
the carriers to lay by reserves against 
times of adversity. 

2. The “proper regulation” in the pub- 
lic interest of all competitive forms of 
transportation. Here the Commission 
refers not only to regulation of highway 
carriers as to rates and service, but makes 
the vital suggestion of “such taxation of 
trucks and buses as may be necessary to 
impose upon them a fair share of the 
burden of the public highways which 
they use.” Under this head also comes 
the régulation of water traffic, both in- 
land and coastwise. As to the latter, the 
Commission refers to the regulation of 
“the port-to-port rates of common car- 
riers by water, which are now subject 
to no effective regulation.” The Com- 
mission mentions specifically the lines 
operating through the Panama Canal 
and suggests that a greater measure of 
public control “may be in the interest 





ann nnnonn Se 


THE BANKERS MAGAZINE 


of the water carriers themselves as well 
as in the general interest.” The far- 
reaching character of these recommenda- 
tions is apparent. 

3. Relief of the railroads from expen- 
ditures required by law, which do not 
contribute to their earnings. Under this 
head, the Commission refers to the fact 
that the railroads have been “called upon 
to invest great amounts of capital in 
alterations of their properties which are 
often from a strictly railroad point of 
view very largely non-productive,” and 
suggests that this burden, which ob- 
viously includes the great expense of 
grade-crossing elimination, “should justly 
be shifted from the shoulders of railroad 
users” to those of the general public. 

4. “Drastic measures” to lessen the 
“staggering deficit” incurred in the pas- 
senger service. On this subject the Com- 
mission mentions that it may be neces- 
sary for some companies “to retire from 
the passenger business entirely,” and 
evidently contemplates the necessity of 
the abandonment of a large amount of 
unprofitable passenger traffic. 

5. “Radical changes” in freight rates 
and service, as to which the Commission 
recommends that the managements “give 
new thought” to the entire rate structure 
in the light of existing conditions. 

6. The elimination of wasteful com- 
petitive practices and in general greater 
unity of action on the part of the man- 
agements in every respect. Here the 
Commission states that “the waste both 
in service and in rates” which has 
marked the railroads’ own competition 
is “of very large proportions.” The 
Commission lays great stress on the 
necessity of management co-operation in 
these matters and throughout the rail- 
road field, and refers to such co-opera- 
tion as having been made essential by 
the trend of the times. 

This program is not, perhaps, com- 
plete and perfect, but in its total effect 
its translation into practice would be a 
long step forward toward achieving the 
desired result. 

Thus the difficulty, as it seems to me, 
is not so much a lack of sufficient 
thought as to fundamental measures re- 
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quired to rehabilitate the credit of the 
railroads or even the lack of a definite 
program. Rather, the difficulty is the 
lack of a sufficiently integrated, organ- 
ized and united effort to put a great con- 
structive program in effect. I regret to 
say that one is unable to observe suf- 
ficient or adequate efforts to mobilize and 
unite in an effective manner all the in- 
terests and agencies which must be 
brought together before this problem can 
be effectively dealt with. It is true that 
under the pressure of necessity, the 
managements have been at last able to 
unite, measurably at least, for certain 
specific purposes such as in the recent 
national rate case and in the effort to 
reduce costs through a reduction in 
wages. But there still remain remnants 
of the old separatist policies on the part 
of railroad managements which, to a 
considerable extent, in my judgment, 
have brought about the present state of 
affairs. As a first condition of securing 
the adoption in the next few years of a 
great series of measures designed to put 
the industry on its feet, I place the 
necessity of a new spirit of unity in rail- 
road management itself through a whole’ 
hearted change in attitude, whereby all 
the managements will recognize that they 
are in the same boat and must pull to 
gether to a single end. 

Such a new spirit will not be enough 
unless effective machinery is devised to 
give it practical effect. It is clear that 
the existing railroad associations have 
been too cumbersome and diffuse in their 
operation to deal with the present crisis. 
There is a strong analogy between the 
lack of a consistent and co-ordinated 
strategy on the part of the allies in the 
Great War and the present correspond- 
ing lack of such strategy in the railroad 
situation. In my judgment, nothing less 
will suffice than the creation by the rail- 
road managements of a small central 
council with the broadest powers to con- 
trol and direct their policies in a united 
manner. Such a result is likely to be 
compelled by the pressure of necessity 
which ultimately forced a united com- 
mand in the Great War. But the ques- 
tion is: How long must we wait for it? 
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Beyond this necessity for a far more 
complete unity among the managements, 
there must function in translating any 
great program into actuality various 
other interests and agencies — including 
the national executive administration 
itself, the Interstate Commerce Commis- 
sion, the great shipping organizations, 
the great labor organizations and the 
appropriate committees of Congress. If 
we are to look for any true solution of 
the railroad problem, all these agencies 
must be brought into collaboration and 
counsel in the general public interest 
with the mission of adopting, backing up 
and putting through to completion a 
great program along the lines already 
recommended by the Interstate Com- 
merce Commission. The problem will 
not be solved through any laissez faire 
policy but only by wise leadership and a 
high form of statesmanship. 


In my judgment, the situation has 
gone to a point where the lead must 
come from the national administration. 
I do not mean that the national adminis- 
tration alone should attempt to adopt 
and put through a program, but that it 
should take the initiative for the purpose 
of insisting that the various interests 
and agencies which I have mentioned 
shall be brought together in a concrete 
way to frame, recommend and support a 
comprehensive national program. 

In the hearings before the Interstate 
Commerce Commission in the 15 per 
cent. rate case, a suggestion of this sort 
was made on behalf of the security- 
holders. In its decision, the Commission 
took notice of the suggestion and re- 
ferred to the fact that this procedure had 
been followed in England and was about 
to be followed in Canada. The Com- 
mission, however, in view of its lack of 
authority to constitute such a body, 
stated that it was “not in a position to 
follow up this suggestion.” The na- 
tional administration—doubtless because 
of pre-occupation. with pressing emer- 
gency measures—has so far not taken 
any initiative in this direction. The 
trend of events in the last few months, 


however, lends added force to the sug: 
gestion; and it is significant that in 
Canada there is now sitting a body of 
able men performing this very function. 
Now that the Reconstruction Finance 
Corporation bill has become law, is not 
the time ripe to proceed to more funda- 
mental measures in the railroad field? 


WHAT IS BEING DONE 


The truth is that what is now in 
progress in this country in respect of the 
railroad situation is, first, a series of 
temporary emergency measures of great 
importance but not directed to the 
fundamentals, and, second, a scattered 
and unco-ordinated discussion as to what 
ought to be done looking to the future. 
Unfortunately, one hears cynical remarks 
to the effect that the country is so vast 
in extent and so subject to inertia in the 
face of - crisis that there must be a 
literal breakdown before any co-ordi- 
n-* start of the sort which I am sug’ 
gesting can be undertaken. This is a 
counsel of defeatism to which none will 
wish to subscribe. 

The problem I regard almost entirely 
as one of leadership. The facts of the 
railroad situation have been the subject 
of intensive public discussion for months, 
so that no intelligent person can plead 
ignorance of them. Comprehensive and 
constructive plans have been proposed. 
The question now is that of obtaining 
action instead of continuing in a policy 
of unco-ordinated drift. 

The points I have wished to enforce 
are (1) that the railroad situation may 
be summed up as involving the rehabili- 
tation of credit through the restoration 
of earning power; (2) that when we 
seek to appraise the adequacy of mea- 
sures directed to a real solution of that 
problem, we should judge them by the 
test of whether they offer a prospect of 
restoration of earning power and (3) 
that the translation into practical effect 
of a program to this end is dependent on 
a well-conceived and united effort by all 
interests and agencies concerned. 














Amendment to Federal Reserve Act 


HE Glass-Steagall bill, which re- 
Te became a law, makes impor- 

tant changes in the Federal Reserve 
Act with reference to loans to member 
banks and to the security required against 
the issue of Federal Reserve notes. 
There are some limitations in the new 
relief measure especially to be noticed. 
Group loans to five or more banks are 
to be made where a majority of the 
banks applying for a loan are inde- 
pendently owned and controlled. 

The change in the security required 
against Federal Reserve notes permits a 
substitution of Government obligations 
in place of the commercial paper held in 
the 60 per cent. security in addition to 
the 40 per cent. of gold. This will re- 
lease the amount of gold abe 40 per 
cent., its place being taken, at léa t-to a 
considerable extent, by Governmerie°- 
ligations. There is no change in the re- 
quired gold reserves, either against notes 
or deposits. The text of the new law 
follows: 

AN ACT 


To improve the facilities of the Fed- 
eral Reserve System for the service of 
commerce, industry and agriculture, to 
provide means for meeting the needs of 
member banks in exceptional circum- 
stances, and for other purposes. 

Be it enacted by the Senate and House 
of Representatives of the United States 
of America in Congress assembled, that 
the Federal Reserve Act, as amended, is 
further amended by inserting, between 
Sections 10 and 11 thereof, a new sec- 
tion reading as follows: 

Sec. 10 (A). Upon receiving the con- 
sent of not less than five members of the 
Federal Reserve Board, any Federal Re- 
serve Bank may make advances. In 
such amount as the board of directors of 
such Federal Reserve Bank may deter- 
mine. To groups of five or more mem- 
ber banks within its district, a majority 
of them independently owned and con- 
trolled, upon their time or demand 


promissory notes: provided the bank or 
banks which receive the proceeds of such 
advances as herein provided have no ade- 
quate amounts of eligible and acceptable 
assets available to enable such bank or 
banks to obtain sufficient credit accom- 
modations from the Federal Reserve Bank 
through rediscounts or advances other 
than as provided in Section 10 (B). 
The liability of the individual banks in 
each group must be limited to such pro- 
portion of the total amount advanced to 
such group as the deposit liability of the 
respective banks bears to the aggregate 
deposit liability of all banks in such 
group, but such advances may be made 
to a lesser number of such member banks 
if the aggregate amount of their deposit 
liability constitutes at least 10 per centum 
of the entire deposit liability of the mem- 
ber banks within such district. Such 
banks shall be authorized to distribute 
the proceeds of such loans to such of 
their number and in such amount as they 
may agree upon, but before so doing 
they shall require such recipient banks 
to deposit with a suitable trustee, rep- 
resenting the entire group, their individ- 
ual notes made in favor of the group 
protected by such collateral security as 
may be agreed upon. Any Federal Re- 
serve Bank making such advance shall 
charge interest or discount thereon at a 
rate not less than 1 per centum above its 
discount rate in effect at the time of 
making such advance. No such note 
upon which advances are made by a 
Federal Reserve Bank under this section 
shall be eligible under Section 16 of this 
act as collateral security for Federal Re- 
serve notes. 

No obligations of any foreign govern- 
ment, individual, partnership, associa- 
tion or corporation organized under the 
laws thereof shall be eligible as collateral 
security for advances under this section. 

Member banks are authorized to ob- 
ligate themselves in accordance with the 
provisions of this section. 

Sec. 2. The Federal Reserve Act, as 
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amended, is further amended by adding, 
immediately after such new Section 10. 
(A), an additional new section reading 
as follows: 

Sec. 3. The second paragraph of Sec- 
tion 16 of the Federal Reserve Act, as 
amended, is amended to read as follows: 

Section 10 (B). Until March 3, 1933, 
and in exceptional and exigent circum- 
stances and when any member bank, 
having a capital of not exceeding $5,- 
000,000 had no further eligible and ac- 
ceptable assets available to enable it to 
obtain adequate credit accommodations 
through rediscounting at the Federal 
Reserve Bank or any other method pro- 
vided by this act other than that pro- 
vided by Section 10 (Q). Any Federal 
Reserve Bank, subject in each case to 
affirmative action by not less than five 
members of the Federal Reserve Board, 
may make advances to such member 
bank on its time or demand promissory 
notes secured to the satisfaction of such 
Federal Reserve Bank; Provided, that (1) 
Each such note shall bear interest at a 
rate not less than 1 per centum per an- 
num higher than the highest discount 
rate in effect at such Federal Reserve 
Bank on the date of such note; (2) The 
Federal Reserve Board may by regula- 
tion limit and define the classes of assets 
which may be accepted as security for 
advances made under authority of this 
section; and (3) No note accepted for 
any such advance shall be eligible as 
collateral security for Federal Reserve 
notes. 

Any Federal Reserve Bank may make 
application to the local Federal Reserve 
agent for such amount of the Federal 
Reserve notes hereinbefore provided for 
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as it may require. Such application 
shall be accompanied with a tender to 
the local Federal Reserve agent of col- 
lateral in amount equal to the sum of 
the Federal Reserve notes thus applied 
for and issued pursuant to such applica- 
tion. The collateral security thus of- 
fered shall be notes, drafts, bills of ex- 
change or acceptances acquired under 
the provisions of Section 13 of this act, 
or bills of exchange indorsed by a mem- 
ber bank of any Federal Reserve district 
and purchased under the provisions of 
Section 14 of this act, or bankers’ ac- 
ceptances purchased under the pro 
visions of said Section 14, or gold or 
gold certificates, provided, however, that 
until March 3, 1933, should the Federal 
Reserve Board deem it in the public in- 
terest, it may upon the affirmative vote 
of not less than a majority of its mem- 
bers, authorize the Federal Reserve 
banks to offer, and the Federal Reserve 
agents to accept, as such collateral se- 
curity, direct obligations of the United 
States. On March 3, 1933, or sooner, 
should the Federal Reserve Board so 
decide, such authorization shall termi- 
nate and such obligations of the United 
States be retired as security for Federal 
Reserve notes. In no event shall such 
collateral security be less than the 
amount of Federal Reserve notes ap- 
plied for. The Federal Reserve agent 
shall each day notify the Federal Reserve 
Board of all issues and withdrawals of 
Federal Reserve notes to and by the 
Federal Reserve bank to which he is ac- 
credited. The said Federal Reserve 
Board may at any time call upon a Fed- 
eral Reserve bank for additional security 
to protect the Federal Reserve notes 
issued to it. 





The Evolution of Bank Statements 


Self-Interest Demands Co-operation 


By Eucene H. Burris 


This is the third of a series of articles showing the need for bank statements which 
can be more easily understood by the public and telling of the advances that have 


been made in this direction by various banks. 


Readers are invited to send in their 


comment and criticism. 


resentative number of bankers and 

communications received from many 
others since this survey on the “Evolu- 
tion of Bank Statements” was started in 
November, 1931, have clearly demon- 
strated several important facts relating 
to the continuation of our current bank- 
ing troubles. 

In the first place, the sound, well- 
managed institutions, both large and 
small, are in more liquid condition, per 
dollar of deposits, than during our period 
of inflation prior to 1929, when few de- 
positors were concerned about the safety 
of their deposits in banks. But banks 
continue to be closed, per day 
until in 1932, due to the 
facts that depositors’ confidence. is still 
slipping, and that the resultant seepage 
of deposits saps the supply of liquid as- 
sets hoarded by the banks against just 
such contingencies. 

At the same time, relief measures, the 
results of co-operative efforts by (1) 
bankers themselves, by (2) our national 
administration, and by (3) our legisla- 
tures, are well on their way toward a 
possibly successful thawing out of the 
nation’s supply of credit. This credit 
has heretofore been frozen by fear or by 
operative restrictions within our banking 
institutions and central banking system. 
The National Credit Corporation, the 
Reconstruction Finance Corporation, 
and the proposed measures before Con- 
gress at this writing, for widening the 
powers of the Federal Reserve banks in 
the extension of credit, may go far to 
ward relieving our banks from the 
throes of credit indigestion in which they 
have been long suffering. 


Prresensatve interviews with a rep- 


At any rate, those instances of 
thought and action originating in so 
many different quarters, ordinarily con- 
sidered mutually disinterested, if not 
antagonistic, would seem to be encourag- 
ing if only for the reason that they rep- 
resent an apparent urge for co-operation 
in the face of a common danger—na- 
tional impoverishment. It seems possible, 
therefore, that the United States, eco- 
nomically and financially, may be getting 
back to the fundamentals out of which 
it grew to nationhood—‘“E Pluribus 
Unum,” “United We Stand; Divided 
We Fall,” etc. 

The emphasis in all these efforts has 
been, quite logically, upon relief from 
the fundamental strain upon our bank- 
ing structure which arises from our pre- 
vailing credit panic. Attention has been 
concentrated upon two phases of the 
problem: (1) liberating the frozen 
credits in the bank, and (2) wishing that 
the people of the country would refrain 
from further hoarding of currency, and 
withdrawing of their deposits from the 
banks. 


THE NEXT STEP 


With such steps taken as have been 
mentioned toward relieving the strain 
upon credit from within, is not the next 
step, logically, one toward dispelling the 
pall of public concern hanging over 
banks from without, as it is being ex- 
pressed in continual seepage of deposits? 
Perhaps the anti-hoarding commission of 
the Reconstruction Finance Corporation 
may serve its purpose in time to save 
their deposits, to a sufficient number of 
bank so that our business of living may 
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enjoy the needed banking accommoda- 
tion. 

However much the banks may wel- 
come this co-operation on the part of the 
administration, the fact remains that con- 
fidence can best be restored through 
sources with which those lacking con- 


fidence are familiar. The local bank 
upon which its depositors have for years 
looked with reverence as well as with 
confidence, it would seem, should be the 
logical nucleus from which reborn bank- 
ing confidence should grow. The bank 
tellers and officers who are known to 
those individuals who come into the 
bank to make deposits or to cash checks, 
are the most logical personalities for the 
dissemination of renewed confidence. 
But the mere conversation possible to 
This banking personnel, such as “good 
morning,” or a comment on the weather, 
or “is business any better?” is not de- 
signed to restore shattered banking con- 
fidence. Depositors’ fears cannot be 
satisfied by conversation. When their 
emotions are susceptible to panic, only 
two things, with certainty, can calm 
them—cash or restored confidence. Un- 
fortunately the supply of cash is not in- 
exhaustible. 

There is a substitute for cash pay- 
ments, however, which some _ bankers 
have discovered to be effective as a con- 
fidence-restorative. Instances have been 
cited in preceding articles of this series 
of a frank stand on the part of the 
banks in telling their customers, hon- 
estly, without evasion or vagueness, just 
the condition in which the assets of the 
banks stand. The basic reason, psycho- 
logically, for the success of this attitude 
on the part of the banker is that men 
and women are only willing to give their 
confidence when they feel that the other 
party is willing to confide in them. 


ATTITUDE OF FRANKNESS SUCCESSFUL 


The success of this attitude of frank- 
ness has been made evident in instances 
where an individual bank took the in- 
itiative alone. Its effectiveness has also 
been demonstrated in the case of co- 
operative action by members of at least 








one clearing-house association, cited in 
the second article of this series. 

Perhaps it would be well to chronicle 
the results of an experience where fear 
on the part of the officers of a bank pre- 
vented them from acting independently 
with courage and frankness to meet the 
diseased condition of the public mind. 
The officers and directors of this par- 
ticular bank, however, were willing to 
go ahead on a program of frank pub- 
licity, providing the other bank in town 
would co-operate with them in a spirit 
of “United We Stand’—to tell the 
facts. The second bank, possibly through 
habit, refused to co-operate. 

The astounding part of it all is that 
no action whatever was taken, in spite 
of the fact that the series of events re- 
corded below demanded that something 
be done. The figures are generalities— 
being derived from those of the bank 
which was willing to co-operate, and the 
experience indicated was not unlike that 
of the second bank in the trend in- 
dicated: 


Total deposits as of date when 


slow run first began ........ $2,100,000 
Total deposits remaining three 


MICH TAGES ooiic ves siawies 2.000.000 


Net withdrawals during the three 
PMNID Se. gai vita sracdierara secetavanace $ 100,000 
Weekly average of withdrawals... $ 7,000 


During the ten weeks which followed 
the above period $200,000 more of de- 
posits were withdrawn by depositors 
panicked by unfounded and unrefuted 
rumors. This made a weekly average 
of $20,000 per week for the latter ten 
weeks. 

The trend of deposit withdrawals in- 
dicated by that actual record was de- 
cidedly adverse, and the rate of accelera- 
tion between the two periods was over 
three to one. Unless such a rate of ac- 
celeration in increased withdrawals were 
reduced or stopped, the remaining de- 
posits would have been depleted to one- 
half within the succeeding three months, 
and the supply of liquidity exhausted. 
In the following week, as a matter of 
fact, the bank in a neighboring town 
failed, which served further to under- 
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mine confidence in the public mind to- 
ward the banks of that territory. 

The timidity, or the unwillingness to 
co-operate on the part of banks in such 
a predicament might be ascribed to the 
fact that the publication of their true 
condition might not reveal a_ strong, 
liquid condition likely to inspire confi- 
dence. Yet such were not the facts: 
Capital, surplus and undivided profits 
amounted to 20.62 per cent. of total de- 
posits remaining at that point—more 
than twice the proportion required by 
law, and more than twice the proportion 
existing in 1928. Furthermore, the 
bank’s assets contained cash or its equiva- 
lent, in event of liquidation, amounting 
to 65 per cent. of total deposits. This 
compared most favorably with the simi- 
lar ratio existing in 1928, when the in- 
flux of deposits was at such a rate that 
it was necessary to increase the bank’s 
capitalization. 

The pitiful paradox present in this 
situation is: that the bank’s statement of 
condition, based on actual market quota- 


tions for its securities, and amply dis- 


counting its other assets, showed a 
stronger position from the combined 
point of view of ability to meet deposit 
withdrawals, and from the point of view 
of stockholders’ investment protecting 
deposits, than had existed when every- 
body was imbued with confidence to the 
point of excessive optimism, in 1928 and 
1929. Yet the management of the bank, 
frightened by the public’s attitude, had 
not the simple courage required to stand 
alone, face their depositors frankly, and 
say, in effect: “Yours is a strong bank, 
its administration is in efficient hands. 
This is demonstrated by the remarkably 
strong condition shown by the state of 
its assets. This is in spite of generally 
demoralized markets, and you depositors 
etr when you withdraw your deposits. 
Your money is safer in our care than at 
home, where it is subject to the great 
risks of fire and theft. This is proved 
by our statement of condition, published 
in terms you can understand. Ask us 
any questions you please, we are so 
strong that we can answer them.” Both 
banks could have subscribed to that 


statement. Instead, as a result of the 
banks’ cowardice and silence, the de- 
positors remained unreassured, and seep- 
age was not stopped as it should have 
been. 

BANKS’ EXCUSE 


The banks excuse their silence by 
maintaining that the depositors know too 
little about banking to be able to com- 
prehend what the accountant can tell 
them by figures in the bank’s statement. 
True. So let the accountant’s statement 
be set aside and let the truth of the 
situation be expressed in terms which 
are calculated to be understandable to 
the average man in the street. He is the 
depositor who is needlessly alarmed by 
unfounded rumors that the bank is shaky. 

He is entitled to reassurance. Small 
wonder it is that the depositor’s nerves 
are jumpy, and that he seeks to protect 
what remaining assets he has in cash by 
hoarding. In all probability he is with- 
out work and, hearing undenied rumors 
that his bank is unsafe, he is the more 
ripe to become alarmed needlessly. His 
hoarded money is removed from any use- 
fulness to the credit-starved needs of the 
local community, whose businesses other- 
wise could be providing employment for 
those very individuals who withdraw 
their savings from the bank, worrying 
more than is their wont about such assets 
as remain to their account. Thus the 
currency hoarders, unenlightened as to 
the real strength of the bank, become 
their own worst enemies, economically. 
It is a tragic travesty. 

Many of the bankers interviewed on 
this subject of bank statements and frank 
publicity have expressed their minds to 
this effect: if their neighbor banks 
would co-operate with them and join in 
a campaign undertaken to educate de- 
positors as to the true condition of the 
banks in their local communities, then 
the results would be, with small doubt, 
most constructive. 


SUGGESTED MEANS OF SOLUTION 


The crying need seems to be for lead- 
ership. In nearly every state there al- 





TT _--—--— —— nS 


310 THE BANKERS MAGAZINE 







ready exist clearing-house, county or 
group organizations composed of the 
banks which provide the necessary units 
for united action. The suggestion which 
appears to be the most constructive con- 
clusion to be drawn from this survey on 
the problem of the “Evolution of Bank 
Statements,” or, more properly, the 
“Problem of Bank Public Relations,” is 
submitted in the following terms: Inas- 
much as the National Credit Corpora- 
tion, the Reconstruction Finance Cor- 
poration, the Treasury Department and 
Congress have indicated the intention of 
co-operating with the banks in banking 
problems, then it is reasonably to be ex- 
pected that the banks should co-operate 
among themselves through their already 
established group organizations to com- 
bat one of the principal elements in their 
problem—namely, depositor fear. It is 
obvious that this phase of their problem 
has been somewhat neglected as a result 
of other pressing demands, enhanced in 
their intensity by weakened credits, pro- 
posed legislation and whatnot. 

At this point possibly the strongest 
supporting argument has been expressed 
by a banker. J. Stewart Baker, presi- 
dent of the New York State Bankers 
Association, in an address delivered in 
January, 1932, at the mid-winter con- 
vention of the association, said, in part: 


“The happenings of the last year, and 
the problems which face us now, demon- 
strate anew the interdependance of bank- 
ing institutions and their community of 
interest. We have been reminded that 
a bank in accepting deposits assumes a 
responsibility which far transcends any 
individual transactions with its deposi- 
tors. It has a responsibility toward other 
banks, for loss of confidence at any one 
point may quickly spread and become 
epidemic and seriously affect others. 
Banks have a common interest in the 
communities which they serve and in in- 
dividual and collective business from 
which they derive their profits. Is there 
any business or profession which stands 
to benefit more through co-operation? 
But it seems to me that co-operation be- 
tween banks is a duty and that the best 





interests of the stockholders, of the de- 
positors and of the public will be served 
by the closest kind of association. in 
our present-day economics, all industry, 
all commerce, all employment, all living 
exist against a background of banking 
and in almost uninterrupted contact 
with financial institutions. I think it can- 
not be gainsaid that general prosperity 
is inconceivable apart from a well ad- 
ministered banking system or that, when 
such prosperity is interrupted, as at pres- 
ent, the bankers should play a leading 
part in its restoration. Inasmuch as the 
problems of today are largely economic, 
it seems only natural that the public has 
turned for leadership to that business 
which is most extensively and intensively 
concerned with economics—the business 
of banking. 

“Leadership must be developed from 
within, not imposed from without. This 
brings a great responsibility to our doors 
and is a sobering thought. If we accept 
leadership, we must be prepared to ac- 
cept responsibilities. Our own condi- 
tions and methods must be made as 
sound and efficient as we can make 
them. Is it not obvious that there are 
now many people in the banking busi- 
ness who do not belong there, who are 
not truly bankers in ideals, temperament 
and training, perhaps not even in re- 
sources? This thought differentiates the 
field of business from that of the profes- 
sions. Business is supposed to be regu- 
lated by the law of supply and demand, 
while the professions assert codes of 
ethics and seek internal means for main- 
taining standards. I regard banking as 
entitled to a professional viewpoint and 
feel that methods of _ self-correction 
within our ranks may well be considered. 
I submit that groups of banks should 
exercise control over members of the 
group—ethically and technically—not as 
a means of oppression, but for self-pro- 
tection and for the maintenance of high 
standards. 

“There is one lesson that the present 
situation teaches the bankers—and they 
should never forget it—it is that in co- 
operation there is strength. Self-interest 
demands co-operation.” 
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Risks of the Tellers’ Department 


Accounting Methods and Supervision 


By BENJAMIN L. FISHBACH 


This is the last of a series of seven articles dealing with the risks involved in the operation 
of the tellers’ department of the commercial bank and showing how these risks may be 
minimized by proper methods and safeguards. 


HERE are two general systems in 

use in the organization of bank 

tellers’ departments, the sectional 
system and the unit system. 


THE SECTIONAL SYSTEM 


Under the sectional system each teller 
takes care of a specific task. The receiv- 
ing teller accepts deposits, while the 
paying teller cashes checks and makes 
change, and the certification teller certi- 
fies checks. Each one acts as a specialist. 
Hence, the receiving teller would have 
no authority to perform any other func- 
tions, for these may devolve upon the 
paying teller or the certification teller. 

The sectional system is usually in 
vogue in big banking offices, where the 
volume of work is very large. However, 
there is an objection to this system. If 
one person wishes to make a deposit, 
cash a check, and certify a check, he is 
obliged to go from window to window 
and lose time at each one. 


THE UNIT SYSTEM 


Under the unit arrangement a cus- 
tomer may make a deposit or cash or 
certify a check at the same window 
without going from receiving teller to 
paying teller to certification teller. In 
this manner much time is saved. In 
some banks where the volume of business 
would warrant the adoption of the sec- 
tional system, the unit method is, never- 
theless, preferred, and unit tellers are 
assigned to take care of certain customers 
by the division of the windows into 
alphabetical sections. Thus, John Adams 
would go to teller’s window number one, 


while Jane Zane would go to the last 
window. 
DAILY PROOFS 


At the end of the day each teller 
takes an inventory of his stock in trade 
(cash) and proves his day’s work. Irre- 
spective of whether the sectional or the 
unit system obtains, each teller submits 
a proof. The proofs are consolidated by 
the head teller, who submits a final proof 
to the general bookkeeper. 

The form of a teller’s proof is simple. 
It provides for a detailed listing of the 
cash on hand as well as the debits and 
credits. The transactions of the day 
are listed in their proper columns. The 
cash on hand at the opening of the day’s 
business is entered on the proof in the 
credit column. The total of this column 
should prove to the total of the debits. 
The debits must necessarily include the 
balance of cash remaining at the end of 
the day. 


RECORD OF CHECKS CASHED 


A simple journal record of every check 
that is cashed should be maintained. It 
should include, 

1. The bank number (of the 
drawer’s bank) and the branch. 

2. The person for whom cashed. 

3. The name of the maker. 

4. The amount. 

A separate page should be used for 
the work of each day. Every page 
should be properly dated, totaled, and 
initialled by the teller. 

City payroll checks are generally re- 
corded separately under the heading of 
the drawee bank number, while the 
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check number is placed opposite each 
amount. 

In order that all this work may come 
under the supervision of the manage- 
ment, an official of the bank should be 
required to initial or sign the book at 
the end of the day. In that way any 
irregular transaction or any check cashed 
without authority may be checked. To 
be certain that all checks cashed are 
listed, it is advisable to add the amounts 
recorded and to compare the totals to 
the bookkeeping records of the other 
departments that are co-ordinated with 
the tellers’ department. 

When an irregular check is presented 
and dishonored, a separate record is 
made for future reference. When such 
an item is paid, the approval of an offi- 
cial should appear on this record along- 
side the amount. 


THE BLOCK AND RACK DEPARTMENT 


This department is an auxiliary to the 
tellers’ department. The checks received 
by the tellers either on deposit or for 
cash are routed to their proper points. 
It is through the medium of this depart- 
ment that an automatic check of the 
tellers’ work is made possible. 

As soon as enough deposit tickets 
accumulate, the teller gives them to the 
block and rack clerk, together with the 
accompanying checks. Each block of 
work is identified with a letter and num- 
ber, while the checks are indorsed with 
bank stamps. The deposit tickets and 
checks are listed on block sheets. A 
block sheet has several columns designed 
for the following purposes: 

1. Credit column. This column is 
used to list the amount of each deposit 
and to ascertain the total of the deposits 
received by the teller. 

2. Cash column. In this column is 
listed the amount of cash received by the 
teller with each deposit. The total rep- 
resents the amount with which he is 
chargeable. 

3. Various check columns. Checks 
are classified according to the banks on 
which they are drawn. If the checks are 
drawn on city banks, they would be 
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listed in the “city collection” or “c!ear- 
ing house” columns. If they are out of 
town items, they would be listed in the 
“transit” column. 


PRESERVATION OF RECORDS 


There are no uniform laws covering 
the preservation of bank records. Some 
of the records are most important, and 
are often used as evidence in disproving 
claims in law suits. Unfortunately such 
law suits are sometimes directed against 
banks where vital records have been 
destroyed. As a general rule it is safe 
to dispose of certain minor records after 
one year, such as proof sheets and block 
sheets. 

Some banks retain their customers’ de- 
posit slips and stop payment orders for 
a period of seven years because of the 
statute of limitations operating in the 
particular state. Other banks retain 
these records indefinitely. Thomas B. 
Paton, Jr., reports that, “A large na- 
tional bank . . . under advice of counsel, 
never destroys any records or documents 
relating to customers’ accounts, such as 

. customers’ cancelled vouchers, de- 
posit slips, etc.”* 

Cancelled checks, branch checks, and 
bound cashed check records ought to be 
kept indefinitely. They may be needed 
to defend a claim or maintain a right. 


CONCLUSION 


The supervision of the tellers’ depart- 
ment operated under a proper account: 
ing system must be sufficiently scruti- 
nizing to minimize the many losses to 
which a bank may be subjected. It must 
be borne in mind that the work of the 
teller is most important. He acts as a 
custodian of the bank’s current and re- 
serve cash requirements. He receives 
shipments of gold, silver, and currency 
and makes shipments of surplus funds. 
He receives deposits, cashes checks, exe- 
cutes stop payment orders and certifies 
checks. The hazards are many. 

The teller’s risks are summarized here- 
after: 


*Paton, Paton’s Digest, Vol. I, p. 90. 
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1. He may be discourteous or un- 
friendly to depositors and thus injure 
the bank’s reputation. 

2. He may accept a deposit ticket 
bearing the incorrect title of an account, 
and consequently a loss may occur if 
the wrong account is credited and the 
funds are withdrawn in the interim. 

3. He may enter an incorrect amount 
in a customer's passbook. 

4. He may accept at some unsuspect- 
ing moment a counterfeit or a raised 
note. 

5. He may accept a check for deposit 
in which a third party has a visable 
interest. 

6. He may accept a check which has 
been improperly indorsed. 

7. He may accept or cash raised or 
altered checks. 

8. He may accept or cash post-dated 
or stale-dated checks. 

9. He may leave money carelessly on 
the counter and in that manner invite 
thievery. 

10. He may have his notes improperly 
arranged in his cash drawer and so im- 
pair the service of the bank. 

11. His cage may be left open while 
he is out, and and thus the funds in his 
custody will not be under his surveil- 
lance. 

12. When his cash is being examined, 
he may be inclined to place too much 
faith in the trustworthiness of the ex- 
aminer and at the end of the day may 
find a substantial shortage. 

13. The work of receiving and making 
shipments of silver, gold, or currency 
may not be properly checked and con- 
trolled, 

14. Checks deposited must be recorded 
by bank number and held for the num- 
ber of days required for collection before 
the bank may prudently pay against 
them. In the event that improper sym- 
bols are placed alongside the amounts on 
the deposit ticket, there is danger that 
checks drawn would be paid against de- 
posits actually uncollected but not so 
indicated on the ledger sheet. 

15. He may cash a check beyond the 
authority granted by the bank officials. 


16. He may cash a check bearing a 
forged official approval. 

17. He may cash a check drawn 
against insufhcient funds or uncollected 
deposits. 

18. He may cash a forged check. 

19. He may pay a check, payment of 
which had been stopped by the depositor. 

20. He may accidentally over-certify 
a check. Deliberate over-certification, 
however, in the absence of a credit ar- 
rangement to cover, is deemed illegal, 
and the officer authorizing it or the teller 
doing it would be subjected to a penalty 
fixed by law if the bank whereat he is 
employed is a member of the Federal 
Reserve System. 

21. He may certify a check by mistake. 

22. Since he handles so much money— 
probably more than he ever saw or had 
in his life—he may be tempted to help 
himself to some of it and cover up his 
peculations by some manner of manipu- 
lation of accounts and records. 

23. He may have many differences and 
so subject the bank to a substantial loss. 

24. He may be permitted to have con- 
tact with the record of other depart- 
ments. 


READER QUESTIONS STATE- 
MENT ON CHECK CER- 
TIFICATION 


Editor THE BANKERS MAGAZINE: 

I have just finished reading Benjamin 
L. Fishbach’s article on Certification of 
Checks and under the caption of me- 
chanics he states, “It is unnecessary to 
require identification of a holder wish- 
ing to certify an instrument.” 

May I present a presumptive case in- 
volving two persons in collusion with 
each other to defraud a bank: 


“A” presents “B's” check to “C” bank for 
certification and the bank certifies the check 
without requiring identification. Later “B” 
appears at the bank and receives his state- 
ment and cancelled vouchers. In the state- 
ment he finds a certified check debit and 
makes inquiry of the bank relative to the 
charge. The bank informs him that “A” 
presented his check for certification and “B” 
immediately denies having issued such a check 
and further states that it must be a forgery. 
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“B" demands that the bank replace the 
amount in his account. The bank has parted 
with its evidence which was in the certified 
check, and I am inclined to believe a court 
of law would require the bank to replace the 
money in his account. Let us suppose the 
bank replaces the money in “B's” account at 
the direction of the court. What happens? 
“B,” after a lapse of time, closes his account 
and leaves for parts unknown. Now comes 
“A” with the certified check and demands 
payment. Can the bank refuse payment? 
Not very well. The check has fallen into the 
hands of a holder in due course for value. 


Why certify checks for strangers? 
Let them demand such a check from the 
maker. If the maker requests a check 
certified, make him sign the debit, there- 
by avoiding embarrassment as well as 
possible loss to the bank. What do you 
think? Yours truly, 

W. F. Connors. 


MR. FISHBACH’S REPLY 


Editor THE BANKERS MAGAZINE: 

Thank you for sending me a copy of 
W. F. Connors’ letter in which he takes 
exception to my statement, “It is un- 
necessary to require identification of a 
holder wishing to certify an instrument.” 
I appreciate the opportunity you have 
given me to answer Mr. Connors’ letter. 

To substantiate his exception Mr. 
Connors cites a very interesting and un- 
usual case in which a bank may suffer 
loss by virtue of a conspiracy entered 
into between two persons for the pur- 
pose of committing fraud. He does not, 
however, show that identification could 
possibly prevent the execution of such 
artifice. He, however, implies that it is 
nevertheless dangerous for a bank to 
certify instruments for unknown holders 
and suggests that only a depositor should 
he permitted to certify a check and be 
required to sign a debit memorandum 
consenting to the charge for the amount 
certified. 

Let me briefly examine the merits of 
this implication and determine from a 
practical standpoint whether or not the 
bank assumes any unnecessary risk in 
certifying instruments without requiring 
identification. 

Suppose, in the case cited by Mr. 
Connors, the payee was identified to the 
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complete satisfaction of the bank. What 
is to stop the payee from passing the 
certified check on to ten people down 
the line? Would the identification of the 
original holder alter the situation if the 
check later develops to be a forgery in 
fact? I think most emphatically not. 

We must remember that certification 
means: 

1. That the bank warrants the genu 
ineness of the maker's signature. 

2. That the bank warrants the sufh- 
ciency of the funds. 

3. That the bank implies that it will 
not permit those specific funds to be 
withdrawn. 

Other than these warranties the bank 
does and assumes nothing. Under the 
debtor and creditor relationship existing 
between the bank and depositor, the 
bank owes a duty to the depositor only 
insofar as such duty is defined by law. 
There exists no duty or obligation to be 
certain of the identification of a holder 
who presents an instrument for certifica- 
tion. To require this would be placing 
an unnecessary burden upon the bank. 

Taken all in all, Mr. Connors does 
not prove that a reasonably prudent 
bank could be subject to suffer a loss 
simply because it does not identify the 
holder of an instrument who presents 
the same for certification. Furthermore, 
failure to require identification is not a 
breach of prudence. It is a formality 
which can be very easily dispensed with, 
without leaving the bank open to any 
liability other than it ordinarily assumes 
in certifying an instrument. If banks 
generally were to restrict the privilege 
of certification to depositors only, the 
service to its clientele would be impeded 
considerably. Moreover, it is unneces- 
sary for depositors to sign consents or 
debit memoranda acknowledging charges 
for certified items. This authority is 
granted when checks are signed. Checks 
are orders to pay and unless rescinded 
by stop payment orders, authority to 
charge is granted when the instruments 
are signed. I dare say that if a canvass 
were made among banks, it would be 
found that most of them recognize the 
futility of requiring identification of 
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presenters of instruments for certification 
and do not demand it. 

Irrespective of the fact that Mr. Con- 
nors did not connect the failure to 
identify with the possibility of a loss to 
which the bank may be subjected by 
reason of collusion in the case cited, I 
should like to discuss for a moment the 
merits of this case. 

It is presumed that the bank will be 
obliged to replace the funds to B’s ac- 
count. However, when the claim is first 
made the bank can do one of two things, 
namely, 


1. It can request depositor B to sign 
a stop payment order and to furnish a 
surety bond of indemnity covering twice 
the amount involved, so that if the check 
is presented for payment and refused, 
the bank can be protected against loss in 
the event of subsequent litigation. 

2. It can demand that the matter re- 
main open until the certified check is 
presented for payment so that the bank 
may be afforded an opportunity to re- 
examine the check for signature. 


This demand is most reasonable. It 
must be borne in mind that when the 
item was originally presented for cer- 
tification, the bank caused the signature 
to be examined and found it correct. In 
the absence of the instrument so ap- 
proved and certified, it would be both 
hasty and foolhardy for the bank to as- 
sume the loss. However, it is true that 
the certified instrument may not be pre- 
sented for payment for a long time and 
in the interval B’s funds represented in 
said instrument would be tied up. 
Nevertheless, the bank should not reim- 


burse B until it has had an opportunity 
to see the check again. 

Now then, should B refuse to put up 
a bond and likewise deny the bank the 
opportunity to re-examine the instru- 
ment, as would most likely be the situa- 
tion in the case in point because a collu- 
sion between A and B is assumed, the 
bank would probably be subjected to a 
law suit by B. Even so, I doubt very 
much whether a court would direct a 
judgment for the plaintiff against the 
bank. I think the bank would have an 
equitable defense. If in certain states 
courts of law do not permit equitable 
defenses to be set up, I believe the bank 
is privileged to go to a court of chan- 
cery, in order to have the case in the 
court of law enjoined and the equitable 
merits considered in chancery. It seems 
reasonable to expect that the depositor, 
B in this case, would be directed to fur- 
nish the bank with a surety bond of in- 
demnity. 

Assuming that this case would have 
to be heard strictly in a court of law and 
no equitable defense would be permitted, 
the court would have to be pretty cer- 
tain that the bank certified a forged 
check before entering judgment against 
it. How can anyone expect a reasonable 
court to be certain that an instrument 
is forged when that instrument is not 
and cannot (because it is still outstand- 
ing) be presented in evidence? 

I would welcome the opinions of other 
readers on the subject matter of this 
reply, or on any other point covered in 
the series of articles. 

Very truly yours, 
B. L. FisHBACH. 
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Problems in Bank Credit 


Tue BANKERS MacaziNnE has secured the services of a credit expert to answer the 
inquiries of readers on current problems of the credit manager. Questions of general 
interest to credit men and bankers will be answered and only the initials of the persons 


asking the questions will be used. 


In case the question is not one of particular interest 


to bank credit men as a whole or is one which has been answered before, a reply will 


be made by mail. 


In order that all questions may be answered intelligently, it is requested that they 
be direct and to the point, but that sufficient necessary detail be included to enable the 


editor to draw the proper conclusion. 


Inquiries should be addressed to the Editor, 


Bank Credit Problems, THE BANKERS MAGAZINE, 185 Madison Avenue, New York. 


UESTION: In one of the issues of 
THE BANKERS MAGAZINE you 
mentioned that you felt it was the duty 
of the accountant to tell what he did and 
did not do to make an unqualified certifi- 
cate. Recently this certificate came to 
our attention, “We have prepared from 
the trial balance of the — Company 
as supplied us by the bookkeeper, the 
foregoing balance sheet and operating 
statement, without having made any 
audit of the records.” Do you think 
that because the accountant stated what 
he did that this statement should be 
acceptable for credit? a ¥. 2. 


ANSWER: The fact that the ac- 
countant told what he did does not make 
the statement acceptable for credit. In 
our opinion the certificate is a perfectly 
ethical one. The accountant gave you 
enough information about the extent of 
his report to let you know that no audit 
was made whatever and it seems to us 
far better that he did this than to have 
placed a misleading certificate on his re- 
port which might have conveyed the im- 
pression that the report was backed by 
a much more extensive audit than it was. 
Had he said that the foregoing statement 
in his opinion reflected the true and cor- 
rect financial condition of the company, 
it would certainly have been very mis- 
leading. The accountant is hired to do 
a job and gets paid for what he does. If 
his client pays for little, the client gets 
little, and if the bank is willing to accept 
such a report you cannot blame the bor- 


rower, in some respects, for having tried 
to save as much as possible and you 
cannot blame the accountant for having 
taken the work. The accountant told 
you what he did and if you feel that it 
is not thorough enough for your pur- 
poses the next move is up to you as loan- 
ing officer to tell your borrower that he 
must have an audit which has 
depth to it. 

Some business men want a complete 
audit of their own business for their own 
guidance; others feel it unnecessary and 
get as cheap a report as possible carrying 
an accountant’s name to give to their 
banker to satisfy his thirst for an ac- 
countant’s report. 

If you accept the report, do not blame 
either the accountant, for not having 
done more than he was paid to do, or 
the borrower, for having put something 
over on you. If the accountant has 
stated fairly what he has done, he has 
given you notice and the decision rests 
with you. Accountants cannot work for 
nothing and sometimes you can gain a 
good idea of the depth of the company’s 
audit by looking over the profit and loss 
figures and determining if possible from 
a sufficiently itemized statement the 
amount spent for accountant’s work. If 
not from this source ask the borrower 
how much he pays his accountant for 
work each year. You have some idea of 
what a good audit costs and you can put 
two and two together and decide 
whether the fee paid the accountant is 
enough to permit him to make an exam- 
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ination complete enough to write the 
certificate which he does. 


QUESTION: In the case of a small 
bank, what is your opinion with respect 
to financial statements of borrowers? 
How large do you feel a loan should be 
before a financial statement is requested? 
We have always had difficulty in secur- 
ing financial statements from borrowers 
and in fact because of the size of the 
community we know fairly well the con- 
dition and character of the people who 
ask us for loans. Most of our loans are 
based on reputation and our knowledge 
of their circumstances and over a period 
our losses have been small. iG. ih. ¥. 


ANSWER: No doubt many smaller 
banks would give the same expression of 
opinion as you do with regard to their 
familiarity with borrowers and the bas- 
ing of loans on character and reputation 
of individuals whom you know well. 
In many small banks loans of this kind 
are made while in the case of banks in 
larger centers we find them fewer in 
number. In larger centers there are 
usually loan companies which make a 
practice of loaning to individuals not in 
business. On such loans they obtain the 
indorsement of several other individuals 
whom they check and sometimes they 
require that such indorsers be property 
owners. They charge on such a basis 
that returns are large and because of the 
limited chance of all indorsers going bad, 
they are able to operate on a profitable 
basis. Some banks in larger centers 
have established departments to take care 
of such borrowers where the cause for 
the borrowing is a worthy one. They 
handle sufficient volume and on such a 
basis that their experience over a period 
is favorable. 

Presumably, from the standpoint of 
theory at least, the individual not en- 
gaged in business has no justification for 
borrowing on an unsecured basis un- 
der ordinary circumstances. He can get 
what credit he is entitled to from mer- 
chants for his ordinary needs of life, and 
the bank’s function is to finance the 
merchants. He can get his car on credit; 


he can raise all the money he is entitled 
to on his home in the form of a mort- 
gage, so that actually, all things consid- 
ered, what should be his reason for bor- 
rowing unsecured from the bank? If he 
has used up these sources of personal 
credit the banker is certainly not helping 
the requesting customer, the community 
or himself by granting credit and help- 
ing the individual to become more in- 
volved in debt. If the individual has not 
used up these sources of credit, if he has 
unencumbered assets, his needs are tem- 
porary and moderate and if he has a 
way to pay, perhaps there is some justifi- 
cation in extending to him unsecured 
credit. 

Where a community is somewhat iso- 
lated from other cities the banker of 
course knows far more about the people 
than where the community is close to a 
city and the people of that community 
spend time, purchase goods, and perhaps 
get the benefit of credit accommodation 
in that city. With the automobile and 


good roads it is questionable whether the 
banker in many communities knows as 
much about his customers as when their 


activities were confined to the home 
town. It is true that he knows much 
of what they do, their habits, their ten- 
dencies toward thrift and how they live 
in general, but many times it is found 
out that he did not know as much as he 
thought he did. It is therefore important 
to establish a maximum of credit that 
will be extended on an unsecured basis 
with the amount dependent upon the 
size of the bank and the type of com- 
munity. Possibly it should be $200 or 
$300. 

In granting such credit to an individ- 
ual the banker should remember that he 
is doing business more loosely than 
would a building and loan association or 
a company engaged in the business of 
loaning individuals. There should cer- 
tainly be some justification for the bor- 
rowing and there should certainly be 
some arrangement made for the system- 
atic payment of the loan within a reason- 
able period of time. Possibly the great- 
e:t dangers in lending are in not 
arranging a plan for repayment at the 
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time the loan is granted and in allowing 
it to run without reduction. 

The borrower’s account with your 
bank, the extent to which his house is 
mortgaged, whether his taxes are paid, 
the nature of his checks, his habits 
toward thrift and spending, the stability 
of his earning power and income, his 
personal habits, his tendencies toward 
speculation of one kind or another are 
of course things known to the banker 
in the small community far better than 
to the banker in the larger city or com- 
munity, and complete knowledge of these 
sometimes gives justification for the ab- 
sence of the financial statement. How- 
ever the banker's function is not to 
gamble or take undue chances. The extent 
he will loan on general information 
should be limited and the larger the loan 
the more accurate and complete should 
he the facts. Above all a plan for repay- 
ment, whether the loan be large or small, 
is essential in granting credit. It should 
be made when the credit is granted and 
it should take up the loan in a reasonable 


period. The bank’s deposits are on de- 
mand or subject to repayment in a 


reatonable period. Its assets must be 
kept in reasonable line with its own obli 
gations. It does not have to worry about 
new borrowers coming along to keep its 
funds at work. They will come and the 
loans in any bank which might be termed 
“sleepers” should be held to a mini- 
mum. Many a loan was good when 
it was made but stayed so long that it 
died in the note file. Finarcial state- 
ments certainly enable the banker to fol- 
low customer progress more closely and 
eliminate a lot of guesswork. 


QUESTION: Should the stock of a 
small bank be considered desirable col- 
lateral for a loan? 


ANSWER: Certainly it is ordinarily 
not desirable collateral. Usually the 
market is limited, perhaps to the officers, 
directors and a few other individuals. 
If anything about the situation starts to 
go wrong the market is entirely with- 
drawn and no opportunity is offered to 
sell the stock at any price. From the 
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way smaller banks have’ been closing 
during the last year and considering that 
stockholders receive returns only after 
depositors’ claims have been satisfied, and 
further that in the case of most smaller 
banks the amount of capital and surplus 
is not any too large a cushion for losses 
in proportion to the debts of a bank. 
the desirability of such stock for collat 
eral purposes might well be questioned. 
It would seem that a loan based on col- 
lateral should have collateral of such a 
nature that the market can be regularly 
followed and as soon as there is not a 
reasonable margin of protection in it over 
and above the face of the loan there is 
an opportunity and place to sell it and 
protect the debt. That is not the case 
with the stock of a small bank. 


QUESTION: In the case of many 
accountants’ reports it is to be noted that 
the accountant has done little to deter- 
mine the actual goodness of inventory. 
The usual statement is that inventory is 
based on cost or market, whichever is 
lower. What steps do you think the 
loaning officer might take to satisfy him- 
self as to the goodness of inventory? 
Your comments will be valued. 


T.R. W. 
ANSWER: It is difficult to say just 


what the loaning officer might do to sat- 
isfy himself as to the goodness of inven- 
tory. In the cace of large businesses it 
is probably a difficult matter to do very 
much. Probably one of the best ways 
is to make careful check as to the mer- 
chandising policies of the company. 
Some merchants insist on moving their 
goods and keeping their inventory clean 
by marking down goods, having sales 
and taking their losses. This policy is 
probably highly important in lines of 
business where the style situation is a 
factor. In some lines of business which 
are highly seasonal and where style is 
a factor, you of course know that the 
carry-over of finished merchandise should 
be small and the appearance of any large 
item of finished merchandise in a state- 
ment purporting to reflect condition at 
the end of a season is surely a reason 
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for asking questions and perhaps visiting 
the plant. It is impossible for the loan- 
ing officer to be an expert in every line 
of business and be familiar with values 
and price trends of commodities and if 
the borrower intends to deceive him, he 
may be misguided. This brings us back 
to all-important factor of character in 
credit, for it is usually difficult to catch 
the person who is trying to deceive you, 
until he trips himself. Your close ques- 
tioning, your visit to the plant, keeping 
your eyes open and the application of 
common sense are probably the best 
facilities you have to check him on 
inventory. 

You will do well to talk to others in 
the same line of business in an effort 
to learn the merchandising policies of 
your borrower. Has he the reputation 
for moving his stuff? Do others feel he 
has a lot of carry-over? Do they know 
of any lines he is handling which are 
not going well and where the economic 
trend might be against him? Does he 
have mostly staples or does the style 


factor enter into his business to any 


great extent? What amount of gross 
profit did he show for the year and 
what do others in that line of business 
think a fair margin of gro:s? (Possibly 
that will indicate a high valuation for 
closing inventory.) Get a list of impor- 
tant items in his inventory and see how 
he has priced them in proportion to gen- 
eral market. If it is a line of business 
where sizes enter, question him as to 
whether he is long on sizes which do 
not sell and short on sizes where his 
demand concentrates. Has he any part 
of inventory finished or raw which has 
been in stock for a considerable period 
of time? Has he much storage or ware- 
house space and if so does that increase 
the element of danger? A visit to the 
plant and warehouse and an occasional 
question put to one of the warehouse- 


men, the foreman or someone other than 
the man who is talking to you about 
borrowing, may elicit some enlightening 
information. Inventory at best is not 
easy to check but by following some of 
the above suggestions you are certainly 
going to have a better idea concerning 
his inventory than you will by looking 
at the figures on the balance sheet at 
your desk. After all, aside from the 
important size of inventory as an asset 
item, the inventory has an important 
part in the future of business, for the 
company must have merchandise and be 
making merchandise which is in public 
demand and which the public wants to 
buy. It has a lot to do with the good- 
ness of your credit. 


QUESTION: In the case of a com- 
pany which has life insurance on its 
officers and such life insurance has a 
cash surrender value against which a 
Joan has been made, do you feel that 
the full amount of life insurance cash 
value should be set up as an asset and 
the liability shown as a current liability? 

W.S. D 


ANSWER: It is our opinion that the 
cash value of life insurance should not 
be carried as a current asset nor should 
the loan against it be treated as a cur- 
rent liability. We would favor carrying 
the asset as slow and the liability in like 
manner. The exception might be in the 
case of a company which had arranged 
a plan for repayment of the loan by 
making monthly payments or otherwise 
to the insurance company and expected 
to pay out that amount within the com’ 
ing year. Ordinarily loans on policies 
are likely to run and the amount of such 
liability does not affect the other credi- 
tors as long as only the net cash value 
of the life insurance is shown or the 


item set up on both sides of the state- 
ment. 
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DEPOSIT OF CHECK IN INSOL- 
VENT BANK 


Broderick, Superintendent of Banks v. 
Maged, New York Supreme Court, 
Appellate Division, 254 N. Y 
Supp. 569 


HERE the payee of a check 

\X/ deposits it in a bank on the 

day before the bank’s insol- 
vency and the bank forwards the check 
for collection to the Federal Reserve 
Bank and the latter applies the proceeds 
of the check to a deficit of the failed 
bank, the payee is not entitled to a pref- 
erence in payment over other depositors 
of the failed bank. 

Proceeding by Benjamin F. Maged 
and David B. Friedland, co-partners 
under the name of Maged & Friedland, 
to compel the Bank of United States by 
Joseph A. Broderick, State Superinten- 
dent of Banks, to turn over certain 
moneys. The Special Term directed the 
superintendent to pay over the sum of 
$150, representing amount of check de- 
posited, and the Superintendent appeals. 

Order so far as it directed payment of 
amount of deposit represented by check, 
reversed on the law, and motion denied 
to that extent. 


OPINION OF THE COURT 


SCUDDER, J.—On December 10, 
1930, responderts deposited to their ac- 
count in a Brooklyn branch of the Bank 
of United States the sum of $50 in cash 
and a check for $150. The deposit, 
being made after 3 p. m., was credited 
to them as of December 11, 1930. The 
check was drawn by a third party on 
the Midwood Trust Company to re- 
spondents’ order. The Bank of United 
States indorsed the check for collection 
and sent it to the Federal Reserve Bank 
no later than 1.30 a. m. on December 


11, 1930. Thereafter, and on the same 
date, the superintendent of banks closed 
the Bank of United States and took 
possession of its affairs. 

Respondents moved at Special Term 
for an order directing the superinten- 
dent of banks to pay them the amount of 
the deposit. The Special Term granted 
the petition as to the $150 check but 
denied it as to the cash deposit. 

When received by the Federal Reserve 
Bank, the check was provisionally 
credited to the Bank of United States 
and sent to Midwood Trust Company 
for payment, subject to the latter’s right 
to return it before 3 p. m. upon the date 
of presentment. 

At the close of business on December 
10, 1930, and at the opening of business 
on December 11, 1930, the Bank of 
United States had a credit balance with 
the Federal Reserve Bank of New York 
of over $12,000,000 and owed $19,000,- 
000. At the close of business on De- 
cember 11, 1930, its balance was 
$5.419,895.62, and it owed $7,000,000. 

On December 11, 1930, the Federal 
Reserve Bank credited the Bank of 
United States, among other items, with 
checks collected, including those on out 
of town banks, amounting to over 
$7,000,000, and on the same day it 
charged against the account of the Bank 
of United States $11,992,171.22, on ac- 
count of the $19,000,000 indebtedness. 
As a result of business transacted on 
December 12, 13, and 15, between the 
two banks, including the sale of certain 
collateral held by the Federal Reserve 
Bank, the Bank of United States owed 
nothing to the Federal Reserve Bank, 
and had a credit balance of $308,606.97. 
On December 15, 1930, the remaining 
collateral was released to the Bank of 
United States, then in liquidation. It 
appears that the Bank of United States, 
on December 11, 1930, did not have a 
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credit balance with the Federal Reserve 
Bank in the general fund. On the con- 
trary, there was a deficit, which was 
wiped out by selling the collateral, con- 
sisting of treasury notes, held in a special 
account called “special credits.” 

Respondents rely upon the decisions 
in Altmark v. Bank of United States, 
233 App. Div. 854, 251 N. Y. S. 816, 
decided by this court in June, 1931, and 
Matter of Vavoudis, 233 App. Div. 672, 
249 N. Y. S. 870, ist Department, 
afhirming Special Term without opinion. 
They contend the Bank of United States 
was only a collecting agent, and that the 
act of the superintendent of banks in 
taking over the defunct bank revoked 
the agency, and the superintendent then 
held the proceeds of the $150 check in 
trust and must return that sum to them. 

In the Altmark Case, we affirmed an 
order directing the superintendent of 
banks to turn over to plaintiff the pro- 
ceeds of a certain check, upon the au- 
thority of the Vavoudis Case. That 
case was decided upon the theory that 
the bank, when it received the check for 
deposit, was merely an agent for the 
purpose of collection. When the super- 
intendent of banks took possession of 
the Bank of United States, the Vavoudis 
deposit had not been collected, so that 
the “agency of the bank was revoked 
by operation of law.” 

In the case at bar, the superintendent 
of banks contends that respondents are 
hound to trace the fund before they can 
gain a priority over general creditors of 
the bank. Reference is made to Salem 
Elevator Works, Inc. v. Commissioner 
of Banks, 252 Mass. 366, 148 N. E. 
220. There the commissioner of banks 


of Massachusetts took possession of a 
trust company on September 25, 1920, 
before plaintiff's checks, which were de- 
posited September 24th for collection, 
had been collected. The facts in that 
case, which are reviewed at length in the 
opinion, are very similar to those in the 


case before us. It was there held that 
the plaintiff had no rights superior to 
general creditors. 

The facts of the instant case show 
that the Bank of United States on De- 


cember 11, 1930, had only a deficit with 
the Federal Reserve Bank in the general 
iund. It could not trace a res for a 
trust into a deficit. The general rule in 
equity, as in law, is that, to follow trust 
funds and subject them to the operation 
of the trust, they must be identified. 
Matter of Cavin v. Gleason, 105 N. Y. 
256, 11 N. E. 504; Matter of Hicks, 
170 N. Y. 195, 200, 63 N. E. 276, 278. 

In the last cited case, Judge Werner, 
in his concurring opinion, said: “The 
right of the cestui que trust to follow 
and appropriate the trust property 
ceases only when the means of ascertain- 
ment fail (Holmes v. Gilman, 138 N. Y. 
376, 34 WW. BE. 205, 20 L. R. A. 566, 
34 Am. St. Rep. 463), which is but 
another way of saying that it must be 
‘ascertained, traced, and identified.” ” 

In the instant case, the fund into 
which respondents’ check went was cx’ 
hausted by the action of the creditor 
bank, the Federal Reserve Bank, against 
its debtor, the Bank of United States. 
It therefore could not possibly be “as- 
certained, traced and identified,” because 
there was nothing left to identify. 

The Vavoudis and Altmark Cases, 
supra, are distinguishable from the case 
now under consideration. In the former, 
the proceeds of the check deposited in 
the Bank of United States on December 
10, 1930, were received by such bank on 
December 13th. The learned Special 
Term judge who considered that case 
said: “The moneys thereafter collected 
by the Superintendent were no part of 
the assets of the bank but belonged to 
the depositor.” There the superinten- 
dent of banks, after closing the bank, re- 
ceived and retained the proceeds of the 
deposited check, which is quite different 
from the situation with which we are 
now confronted. Here the proceeds of 
the check were appropriated by the Fed- 
eral Reserve Bank, among many other 
items, as an offset against its claim 
against the defunct bank. The super- 
intendent of banks never had possession 
of such funds. 

In the Altmark Case, the collection of 
the check and the receipt of the pro- 
ceeds occurred after the superintendent 
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of banks had taken possession of the 
Bank of United States, and the funds 
were part of those in the hands of the 
superintendent, a situation similar to 
that in the Vavoudis Case. 

The order, in so far as it directs pay- 
ment of the amount of deposit repre- 
sented by the check, should be reversed 
on the law, and the respondents’ motion 
to that extent denied, but, in view of the 
stipulation of the parties, no costs are 
allowed. 

Order, in so far as it directs payment 
of the amount of deposit represented by 
the check, reversed on the law, without 
costs, and motion to that extent denied, 
without costs. 


PAYMENT OF NOTE OUT OF 
WRONG ACCOUNT 


Yonkers National Bank & Trust Co. v. 
Yerks & Co., Inc., New York 
Supreme Court, 254 N. Y. 
Supp. 543 


A note signed by Joseph L. Thomas, 
as maker, payable at the plaintiff bank, 
was paid by the plaintiff out of the ac- 
count of Joseph S. Thomas by mistake, 
Joseph L. having no account at the bank. 
The payee of the note was notified by 
telephone and personally of the mistake 
on the following day. It was held that 
this notice was a sufficient notice of dis- 
honor and that the plaintiff bank was 
entitled to recover the amount paid. 

Action by the Yonkers National Bank 
@ Trust Company against Yerks & 
Company, Incorporated and another. 

Judgment for plaintiff against de- 
fendant named. 

Judgment affirmed, 254 N. Y. S. 548. 


OPINION OF THE COURT 


WITSCHIEF, J—On August 8, 
1928, one Joseph L. Thomas made his 
promissory note to the order of the de- 
fendant Yerks & Co., Inc., for $1,219.76 
payable five days after date, at the 
Yonkers National Bank & Trust Com- 
pany. The note was indorsed by Julia 
A. Thomas, wife of Joseph L. Thomas. 

Yerks & Co., Inc., indorsed the note 
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and delivered it to the defendant West- 
chester Trust Company for presentation 
and demand. 

On August 13, 1928, the Westchester 
Trust Company presented the note to 
the Yonkers National Bank & Trust 
Company for payment. 

The Yonkers National Bank & Trust 
Company had a depositor named Joseph 
S. Thomas, who happens to be the father 
of Joseph L. Thomas, and whose account 
was good for the amount of the note. 

The ledger sheet of the Yonkers Na- 
tional Bank & Trust Company showing 
the account of Joseph S. Thomas was 
offered in evidence on the trial and ex- 
hibited to the court. 

The initial letter of the middle name 
of the depositor is so written that it 
might be read by any one as the letter 
“pe 

When the note of Joseph L. Thomas 
was presented for payment, the teller of 
the plaintiff to whom the note was pre- 
sented referred to the bookkeepers of 
the plaintiff to ascertain whether Joseph 
L. Thomas had sufficient funds on de- 
posit to meet the note, and the book- 
keepers, having examined the account of 
Joseph S. Thomas, reported to the teller 
that the account was good for the 
amount of the note. 

The plaintiff thereupon paid the note 
at about 3 p. m. on August 13, 1928. 

Shortly after the bank opened on the 
morning of August 14, 1928, the error 
was discovered and the cashier of the 
plaintiff at once communicated with the 
Westchester Trust Company and Yerks 
& Co., Inc., by telephone and informed 
them that the note had been paid by 
mistake and requested them to return 
the money. 

On the afternoon of August 14, 1928, 
the plaintiff's cashier called at the office 
of Yerks & Co., Inc., and talked with 
Mr. E. M. Yerks, an officer of the cor- 
poration, again informing him that the 
note had been paid by mistake, and de- 
manding that Yerks & Co., Inc., return 
the money which had been paid to them 
by mistake. 

While there is a dispute in the testi- 
mony, it will be found that the notice 
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to the defendant Westchester Trust 
Company and to Yerks & Co., Inc., that 
the note was paid by mistake, was given 
on the 14th day of August, 1928, by 
telephone in the morning and by per- 
sonal interview in the afternoon. The 
testimony of the plaintiff on this issue 
is clear, positive, and convincing, while 
the testimony on behalf of the defen- 
dants is not so clear and so convincing, 
because it is more or less indefinite. 

It also appears that on the same day 
that the note fell due, it was August 13, 
1928, the maker of the note, Joseph L. 
Thomas, called at the office of the de- 
fendant Yerks & Co., Inc., seeking to 
make a payment on account of the note 
and to renew the note for the balance. 

On the evening of August 14, 1928, 
the cashier of the plaintiff called at the 
home of the maker of the note, Joseph 
L. Thomas, and saw both Mr. Thomas 
and Mrs. Thomas and explained to them 
that the note had been paid by mistake. 
Thereupon the cashier, who had the 
note with him, demanded payment of 
the note but the note was not paid. 

In May, 1929, Joseph L. Thomas, the 
maker of the note, and Julia A. Thomas, 
the indorser, were adjudicated bankrupt, 
and the papers in the bankruptcy pro- 
ceeding indicate that at that time they 
had no assets. 

The plaintiff brings this action to re- 
cover the amount of the note paid by it 
through error. 

There is no question but that the note 
was paid by mistake; that neither the 
maker of the note nor the indorser, Julia 
A. Thomas, had any funds on deposit 
with the plaintiff. 

The plaintiff seeks to recover from 
both defendants the amount paid by it 
to the Westchester Trust Company, and 
by the Westchester Trust Company 
paid to Yerks & Co., Inc. 

The complaint should be dismissed as 
to the defendant Westchester Trust 
Company. National Park Bank v. Steele 
& Johnson Mfg. Co., 58 Hun, 81-84, 11 
N. Y. S. 538. 

The equities strongly favor a recovery 
by the plaintiff against the defendant 


THE BANKERS MAGAZINE 


Yerks & Co., Inc., and the only ques. 
tion is as to whether the law prevents 
the recognition of the equities in favor 
of such recovery. 

The quite obvious effort of the de- 
fendant Yerks & Co., Inc., is to profit by 
the plaintiff's mistake, as it is evident 
that it did not expect the note to be 
paid, and was surprised when informed 
that it had been paid. 

An officer of the defendant Yerks & 
Co., Inc., is an officer of the defendant 
Westchester Trust Company. 

The fact that telephone notice was 
given Yerks & Co., Inc., by the West- 
chester Trust Company, that the note 
had been paid, coupled with the fact 
that the maker of the note sought to re- 
new the note on its due date, indicates 
the lack of expectation on the part of 
Yerks & Co., Inc., that the note would 
ke. paid on presentation. 

The prompt notice given of the mis 
take was sufficient to constitute notice 
of protest under section 167, Negotiable 
Instruments Law. 

If Yerks & Co., Inc., entertained any 
doubt of the sufficiency of the notice of 
protest given by the plaintiff, it could 
have given such notice itself on August 
14, 1928, or even on the following day. 
Sections 174-178, Negotiable Instru- 
ments Law. 

Instead of taking this precaution, and 
itself seeking to hold the prior endorser 
on the note, Yerks & Co., Inc., sought 
to profit by the plaintiff's error, and 
elected to rely upon its supposed legal 
rights. 

If the indorser, Julia A. Thomas, has 
been released from liability on the note, 
the fault is as much that of the defen- 
dant Yerks & Co., Inc., as that of the 
plaintiff. But it will be found that suff- 
cient notice of dishonor was given her, 
and that she was not released from lia- 
bility on the note. 

The mistake was mutual, in that the 
plaintiff thought that Joseph L. Thomas 
had an account with it which was good 
for the amount due on the note, and in 
that the defendant Yerks & Co., Inc., 
must have thought the same thing when 
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it was notified that the note had been 
paid. Both were mistaken. 

Negligence is not a defense under 
these circumstances. Lawrence v. Ameri- 
can Nat. Bank, 54 N. Y. 432. 

Even though it was a completed trans- 
action when the note was paid, yet a 
completed transaction may be rescinded 
in a case of mutual mistake. Bankers’ 
Trust Co. v. Wells, 215 App. Div. 343, 
213: NY. Ss 310: 

It does not appear that the defendant 
Yerks & Co., Inc., suffered any loss as 
the result of the plaintiff's error. On the 
contrary, it appears that it suffered no 
loss either of remedy or otherwise, yet it 
will have been unjustly enriched if a 
recovery is denied the plaintiff. 

The plaintiff, in effect, purchased the 
note (Bankers’ Trust Co. v. Wells, 215 
App. Div. 343. 213 N. Y. S. 310) and 
gave notice of nonpayment in timely 
compliance with the provisions of law. 

The plaintiff has set forth its cause of 
action in two forms, and is entitled to 
judgment against the defendant Yerks 
& Co., Inc., upon either cause of action. 

Judgment for the plaintiff accordingly. 


COLLECTING BANK NOT LIABLE 


Capital National Bank v. Campbell, 
Supreme Court of Mississippi, 
138 So. Rep. 367 


Where a depositor mails a check to 
his bank with a letter requesting the 
bank “to send this check direct,” the 
bank is justified in sending the check 
direct to the bank on which the check 
is drawn and will not be liable when this 
method results in a loss as a result of 
the failure of the drawee bank, even 
though the depositor meant that the 
check should be sent direct to a bank in 
another town in which the drawee was 
located and not direct to the drawee it- 
self. The bank of deposit was justified 
in inferring that the depositor meant 
direct to the drawee. 

Where a collecting bank sends a 
check direct to the drawee and receives 
the latter’s draft in payment on Satur- 
day morning, presentment on the Mon- 
day following is sufficient even though a 
number of banks had recently failed and 
financial conditions were bad at the 
time. The fact that the draft cannot be 
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collected because of the failure of the 
issuing bank imposes no liability on the 
collecting bank. 

Action by Ruth Campbell against the 
Capital National Bank. From a judg- 
ment for plaintiff, defendant appeals. 

Reversed, and cause dismissed. 


OPINION OF THE COURT 


SMITH, C. J.—The appellee (plain- 
tiff) recovered a judgment in the court 
below against the appellant for damages 
sustained by her because of the alleged 
negligence of the appellant in failing to 
collect a check which she deposited with 
it for collection. The case was tried by 
the court without a jury. 

The case disclosed by the record is, in 
substance, as follows: On December 12, 
1930, the appellee wrote the appellant 
as follows: “Enclosed find check for 
$1750.00 on Savings Department of the 
Citizens Bank & Trust Company of 
Yazoo City, Miss., which I kindly ask 
that you put in for collection upon re- 
ceipt and place to my credit in your 
bank as attorney for R. G. Fowler. Also 
send me a check book, as this money is 
placed with me to loan and I will have 
to check upon the same at various 
times.” 

Because of a clerical error in the check 
referred to and inclosed in this letter, 
the appellee drew another on the same 
bank, and mailed it to the appellant, in- 
closed in the following letter: “Since 
sending you the check for $1750.00 I 
have placed $150.00 of this money so 
now send you a check for $1600.00. I 
also send signed card with my address. 
Thanking you to send this check direct, 
and send me a deposit slip.” 

This check was received by the ap- 
pellant on Thursday, December 18, 
1930, was placed to the appellee's credit, 
and forwarded by the appellant direct 
to the Citizens’ Bank & Trust Company 
of Yazoo City for collection and remit- 
tance to it. The check was received by 
the Citizens’ Bank & Trust Company 
the next day, December 19th, which 
charged the amount thereof to R. G. 
Fowler, whose name was signed thereto 
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by the appellee as his attorney in fact, 
On the same day, December 19th, the 
Citizens’ Bank & Trust Company mailed 
a check to the appellant at Jackson, 
Miss., its place of business, for $1600, 
less a collection of the fee of $1.60, on 
the Merchants’ Bank & Trust Company 
of Jackson, Miss. This check was re- 
ceived by the appellant on the morning 
of the next day, Saturday, December 
20th. All banks in the city of Jackson 
close at noon on Saturday, and the check 
was not presented to the Merchants’ 
Bank & Trust Company for payment 
until Monday morning, December 22, 
1930. The Merchants’ Bank & Trust 
Company declined to pay the check for 
the reason that the Citizens’ Bank & 
Trust Company had that day gone into 
liquidation, and its affairs had been 
taken over by the State Bank Depart- 
ment. The Citizens’ Bank & Trust 
Company then had on deposit with the 
Merchants’ Bank & Trust Company 
funds more than sufficient for the pay- 
ment of the check. These facts appear 
from the record without material con- 
flict, so that the only question for de- 
cision is: Does it appear therefrom that 
the appellant was negligent in not col- 
lecting the check on the Citizens’ Bank 
& Trust Company, deposited with it by 
the appellee? 

According to the appellee, the appel- 
lant was negligent in two particulars: 
First, in forwarding the check direct to- 
the Citizens’ Bank & Trust Company; 
and second, in not presenting the check 
of the Citizens’ Bank & Trust Company 
on the Merchants’ Bank & Trust Com- 
pany to the latter bank on the day that 
it was received by the appellant. 

When a bank accepts for collection a 
check payable in a place other than that 
in which the bank is located, it is charged 
with the duty of exercising due care in 
the selection of the person to present 
the check to, and collect it from, the 
drawee thereof, and the American 
courts almost uniformly hold that the 
person on whom the check is drawn is 
not a suitable person for its collection. 
Planters Merc. Co v. Armour Packing 
Co., 109 Miss. 470, 69 So. 293; 1 Morse 
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on Banks and Banking (6 Ed.) 582. 
But this rule has no application here, for 
the appellee requested the appellant to 
forward the check direct to the drawee, 
the Citizens’ Bank & Trust Company, 
thereby designating that bank as her 
agent to collect the check, and remit the 
proceeds thereof to the appellant. 

The appellee (plaintiff) testified that 
by the words “send this check direct” in 
her second letter to the appellant, she 
did not mean for it to be sent to the 
bank on which it was drawn, but direct 
to Yazoo City, to another bank there. 
That she in fact so intended may be ac- 
cepted as true; but unfortunately she 
selected words which seem to have a 
different meaning, and which the appel- 
lant was justified in interpreting to mean 
that she desired the check to be sent 
direct to the Citizens’ Bank & Trust 
Company. 

When the appellant (defendant bank) 
received the check on the Merchants’ 
Bank & Trust Company from the Citi- 
zens’ Bank & Trust Company, the bank 
designated by the appellee for the col- 
lection of the check deposited by her 
with the appellant, the duty of the ap- 
pellant to collect it was the same, and no 
more, than it would have been had it 
received the check direct from the ap- 
pellee. When a bank receives a check 
on another bank or person for collection, 
it thereby becomes obligated to the per- 
son for or from whom it was received, 
to present the check to the drawee for 
payment within a _ reasonable time, 
which, at common law, “‘is until the close 
of banking hours on the business day 
next following that on which the bank 
comes into possession of the check.” 1 
Morse on Banks and Banking (6th Ed.) 
586, 3 R. C. L. 62. As Lord Ellen- 
borough long ago said, in Rickford v. 
Ridge, 2 Camp. 537, 170 Eng. Rep. 
(Reprint) 1243: “The rule that the 
minute a cheque is received by the post 
it snould invariably be sent out for pay- 
ment, would be most inconvenient and 
unreasonable. Different posts 
arrive at different hours; but it would 
he impossible to have clerks constantlv 
ready to carry out all the bills and 
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IN PITTSBURGH 7 of the 8 leading banks 
supply their customers with checks made 
on La Monte Safety Paper . . Here, as in 
all financial and industrial centers the 
country over, La Monte is the preferred 
check paper, accepted, used, and appre- 


ciated for its safety, durability; for the dis- 
tinction it lends to every transaction. 

George La Monte & Son, 61 Broadway, 
New York City. Also branch offices in Chi- 
cago, Cleveland, Kansas City, St. Louis, At- 
lanta, Dallas, San Francisco and Baltimore. 
LA MONTE SAFETY PAPER FOR CHECKS 
NATIONAL SAFETY PAPER... BANKERS SAFETY 
PAPER . . . SAFETY CHECK PAPER. . . ANCHOR 


SAFETY PAPER . . . EXCHANGE SAFETY PAPER 
— ALL LA MONTE PAPERS—ALL SAFE 


cheques that may arrive in the course 
of the day; nor, if it were possible, is 
it requisite that all other business being 
laid aside, parties should devote them- 
selves to the presenting of cheques. The 
rule to be adopted must be a rule of con- 
venience; and it seems to me to be con- 
venient and reasonable that cheques 
received in the course of one day should 
be presented the next.” 

The day following the receipt of this 
check by the appellant being Sunday, its 
presentation on Monday was within the 
foregoing rule. 

Counsel for the appellee say, in effect, 
that this rule has no application here, 
for, in the language of counsel: “As the 
record shows, financial institutions in 
Mississippi were failing in large num- 
bers, and, coupled with the instructions 
of the appellee to the Capital National 
Bank, this general condition, well known 
to the bank, and everyone else in the 
State of Mississippi, ought to have 
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caused them to use extraordinary dili- 
gence, which they failed to do.” 

The fact that financial conditions are 
bad, and a number of banks have failed, 
does not put on a collecting bank the 
duty of dealing with a check on another 
bank, deposited with it for collection, as 
if the drawee bank was about to fail; 
and neither was such duty imposed on 
the appellant by the appellee’s request 
that the check be sent direct to the 
drawee bank. The appellee assumed 
the risk of what here happened when 
she directed a check, deposited by her 
with appellant, to be sent direct to the 
drawee bank. 

Reversed and cause dismissed. 


NEGOTIABILITY OF TRADE 
ACCEPTANCE 


Johnston v. Wolf, California District 
Court of Appeal, 5 Pac. Rep. 
(2d) 673 


The negotiability of a trade accep- 
tance is not destroyed by the following 


clause: “The obligation of the acceptor 
arises out of the purchase of goods from 
the drawer.” 


Similar decisions have been 
rendered in Minnesota and North 
Dakota. In Texas there are conflicting 
decisions as to whether a clause of this 
kind affects the negotiability of the ac- 
ceptance in which it appears. 


Note. 


Action by R. G. Johnston against 
Robert Wolf and another, copartners, 
doing business under the firm name and 
style of Wolf Cabinet & Furniture 
Manufacturing Company. From a 
judgment for plaintiff, defendants ap- 
peal. Affirmed. 


OPINION OF THE COURT 


JAMISON, Justice pro tem.—This 
action was upon a trade acceptance 
drawn by the Brent Furniture Company 
in favor of defendant and indorsed by 
defendant to the Pacific National Bank 
hefore maturity, for value, who took the 
same in good faith and became a holder 
in due course thereof. 
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This trade acceptance was drawn on 
December 8, 1925, for the sum of 
$680.75, was accepted by defendant, and 
payment thereon was due on March 8, 
1926. While the said bank was the 
owner of said trade acceptance and 
holder in due course, and prior to its 
maturity, it placed said instrument in the 
mail for transmittal to the Florence Na- 
tional Bank, at which said trade accep- 
tance was payable. Said instrument was 
lost during its transmission by mail, and 
never was found. . After said loss, the 
Pacific National Bank assigned its claim 
arising under and by virtue of said trade 
acceptance to plaintiff for collection 
after the maturity thereof; that prior to 
the maturity of the trade acceptance, but 
after its transfer to said bank, defendant 
paid same in full to said Brent’s Furni- 
ture Company. 

Plaintiff had judgment, from which 
defendant appeals. 

Appellant contends that the judg 
ment should be reversed, for the reasons 
that respondent’s cause of action is upon 
a chose in action, and is therefore subject 
to all equities in favor of all prior 
parties; that the action is upon a claim 
arising under a trade acceptance which 
was assigned to respondent after matu- 
rity and without consideration, and be- 
cause the original trade acceptance was 
a nonnegotiable instrument. In support 
of this last contention, he cites Westlake 
Merc. Finance Corp. v. Merritt, 204 
Cal. 673, 269 P. 620, 61 A. L. R. 811. 
In that case, the trade acceptance con- 
tained the words, “The obligation of the 
acceptor hereof arises out of the pur- 
chase of goods from the drawer, matu- 
rity being in conformity with original 
terms of purchase.” The Supreme Court 
there held that the words “maturity 
being in conformity with original terms 
of purchase” rendered the date of 
maturity uncertain and dependent upon 
another contract, and for this reason 
rendered it nonnegotiable. 

In the trade acceptance under con- 
sideration, the words which appellants 
claim render it nonnegotiable are as fol- 
lows: “The obligation of the acceptor 
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arises out of the purchase of goods from 
the drawer.” 

However, in the case of Allenberg v. 
Rapken & Co., 108 Cal. App. 99, 291 
P. 281, the draft recited that the obliga- 
tion of the acceptor arose out of the pur- 
chase of goods from the drawer; the 
court there held that the recital merely 
imported that it referred to the origin or 
consideration of the instrument and not 
that the interest was subject thereto, and 
cited many authorities from other juris- 
dictions holding that the recital was but 
a statement of the transaction which 
gave rise to the instrument, and did not 
render it nonnegotiable. 

Section 3084, subd. 2, of the Civil 
Code, provides that an unqualified 
promise to pay is unconditional though 
coupled. with a statement of the transac- 
tion which gives rise to the instrument. 

This trade acceptance is a negotiable 
instrument similar to an inland bill of 
exchange, and is governed by the law 
relating to negotiable instruments. Staf- 
ford v. Hill, 53 Cal. App. 337, 200 P. 
33. Appellants contend that the assign- 
ment to respondent after maturity de- 
stroyed the negotiability of the trade 
acceptance. This contention is without 
merit. Section 3138 of the Civil Code 
provides that: “A holder in due course 
holds the instrument free from any de- 
fect of title of prior parties, and free 
from defenses available to prior parties 
among themselves, and may enforce pay- 
ment of the instrument for the full 
amount thereof against all parties liable 
thereon.” 

And section 3139 of said Code 
further provides that: “A holder who 
derives his title through a holder in due 
course, and who is not himself a party 
to any fraud or illegality affecting the 
instrument, has all the rights of such 
former holder in respect of all parties 


prior to the latter.” Havens v. Foskett, 
$1 Cal. App. 653, 254 P. 642. 

Appellant next contends that respon- 
dent is not a holder in due course for the 
reason that, before the assignment to 
him of said trade acceptance, it was lost 
and never came into his possession. 

It is a well-recognized principle of 
law that a person does not lose his right 
to a debt by losing the instrument con- 
taining the statement of his right. The 
writing itself does not give the right; it 
1s only primary evidence thereof, and its 
loss or destruction in no respect changes 
the obligation of the parties. 16 Cal. 
Jur. 690; Bagley v. Eaton, 10 Cal. 126; 
38 C. J. 249; Bank of U. S. v. Sill, 5 
Conn. 106, 13 Am. Dec. 44. 

We are of the opinion that the as- 
signment, for collection, of the trade ac- 
ceptance by the Pacific National Bank, 
which was a holder in due course, to 
respondent after its loss, and after 
maturity, did not destroy its negotiabil- 
ity nor thereby render it a nonnegotiable 
chose in action. 


The assignment of the trade accep- 
tance was made to respondent for collec- 
tion. He thereby became the legal holder 
of the thing assigned, sufficient to entitle 
him to recover, the assignor retaining an 
equitable interest in the thing assigned; 
nor is it necessary to prove a considera- 


tion for the assignment. Greig v. Rior- 
dan, 99 Cal. 316, 33 P. 913. 

Appellant claims that the evidence is 
insufficient to justify the decision. But 
in his brief he wholly fails to point out 
wherein this insufficiency exists. If there 
is no specification of the particulars in 
which the evidence is insufficient, the 
appellate court cannot review the ques- 
tion as to the sufficiency of the evidence 
to support the findings. Regoli v. Ste- 
venson, 179 Cal. 257, 176 P. 158; New- 
bury v. Lineberger, 45 Cal. App. 556, 
188.P. 72. The judgment is affirmed. 









Prevent 


NEW pay roll check, designed to 
Are the padding of any pay 
rolls by foremen, has been intro- 
duced by Daniel F. Secord, treasurer of 
Rex Cole, Inc., of New York, and is 
being used by that firm. The new check 
also makes identification simple and sure. 
The check is somewhat similar to the 
travelers’ check in principle. Instead of 
being hand or typewritten, the employe’s 
name on his pay check is a facsimile of 
his own signature. While, on the 
travelers’ check, the payee must repro- 
duce the signature written on the face of 
the check at the time of purchase, in 
the new check designed by Mr. Secord, 
the payee must write his signature on 
the back of the check, and thus has no 
model to follow. 

When an employe is hired, and his 
name placed on the pay roll, his signa- 
ture is obtained upon a stencil, of such 
material that when the stencil sheet is 
written upon by a stylus of metal or 
other suitable material, the writing 
forms a porous line which permits the 
passage of ink through the stencil sheet. 
In this way, the drawer of checks obtains 
a set of stencils bearing the signatures 
of all persons on the pay roll. 

On the blank check, a space is suit- 
ably indicated to receive the name of the 
payee and the facsimile of the payee’s 
signature is reproduced by means of the 
stencil. If desired, the face of the check 
may carry a warning to the person cash- 
ing the check that the two signatures 
should correspond. 

By means of this invention, not only 
can a pay roll be quickly and easily pre- 
pared, but the commission of such 
frauds as padding is effectively pre- 
vented. In padding a pay roll, the usual 
procedure is for the foreman to put upon 
the pay roll names of individuals who 
are not employed and therefore not en- 
titled to receive payment as employes. 
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New Pay Roll Check Designed to 


Padding 


When the usual checks are disbursed, 
the person committing the fraud receives 
these checks, indorses them with the 
names of the payees and then cashes or 
negotiates them in the usual manner. 

This is almost impossible when Mr. 
Secord’s new type of check is used. For 
the person who wishes to perpetrate a 
fraud, there is, frst of all, the difficulty 
of getting the stenciled signatures of 
non-existent persons on the pay roll. If 
this were successfully done, it would be 
extremely difficult for the person com- 
mitting the fraud to be able to duplicate 
the various signatures on the stencils. 
In addition, the knowledge that written 
records of the fraud would exist in the 
form of false stencils and cancelled 
checks bearing the facsimile signatures, 
is also expected to act as a deterrent 
against such fraud. With so many and 
such difficult obstacles to surmount, the 
would-be criminal would probably turn 
to easier fields or remain honest. 

The same method of signatures may, 
if desired, be employed for the protec- 
tion of holders of non-negotiable instru- 
ments, such as stock certificates, etc. 


NEW YORK SAVINGS BANKS 
REMOVE DEPOSIT LIMIT 


THE limits which were placed a year or more 
ago on the amounts which New York savings 
banks would accept from individual depositors 
have been abandoned by twenty-eight institu- 
tions in New York City and they will now 
accept the full amount allowed by law, $7500. 
Investment money is no longer inundating the 
mutual savings institutions and, as far as New 
York State is concerned, the trend of deposits 
has been definitely downward during the last 
four months. 

Those lifting the ban include the East 
River Savings Bank, which previously had 
maintained a limit of $3000 as the initial 
deposit and $1000 each quarter thereafter 
until the $7500 limit was reached. This was 
changed several weeks ago to $7500 as the 
initial deposit. 
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INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 


MARCH, 1932 


1931 Versus 1921 


By R. DANA SKINNER 
Economist for Young & Ottley, Inc. 


T the beginning of 1931 there was 
A: widespread feeling among those 
who based their forecasts on his- 
tory, rather than on current measure- 
ments, that a basic recovery might easily 
set in during the late summer and bring 
an up-trend in earnings and security 
prices similar to that which marked the 
closing months of 1921. This thought 
was based on the rather easy assumption 
that the earlier depression—as measured 
by stock market action—lasted from No- 
vember, 1919, to August, 1921. It 
failed to take account of the fact that, 
of certain major groups of factors in 
1930 and 1931, the behavior of the 
majority was almost diametrically oppo- 
site to the behavior of the same groups 
of factors in 1920 and 1921. 

The chief impediment to clear eco- 
nomic analysis frequently comes from 
that brand of over-specialization which 
regards some one factor or group of fac- 
tors as of paramount importance, and 
fails to allow for the inter-action of 
other main forces. Today, for example, 
we have the inflationists, who are cer- 
tain that currency and credit inflation 
can turn the tide of prices. We also 
have the ecenomists who pin all their 
faith to the surplus supply of investment 
funds. This group bases its hope for re- 
covery on the fact that industrial inac- 
tivity releases huge funds for use in the 
investment market and that these extra 
dollars, seeking employment, are bound 
to increase the demand for securities 
and, with that increase in demand, to 
raise prices. It should be obvious that 
both of these groups of factors do exert 
a powerful influence. But there is cer- 


tainly a third major group of factors, to 
which very few economists have paid 
much attention, which is capable of 
sharply offsetting all possible advantage 
to be derived from plentiful investment 
funds and also from any general cur- 
rency and credit inflation. I refer to the 
velocity, or the turnover, of banking re- 
sources. 

It ought to be self-evident that if the 
turnover of currency and the turnover 
of bank deposits decline rapidly, this is 
merely a reflection in banking figures of 
a corresponding decline in turnover of 
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Chart showing the Young & Ottley 

composite index of turnover of bank- 

ing resources and the physical volume 
of business. 


business capital and, consequently, a re- 
flection of decreased current earning 
power. 


SPEED OF TURNOVER 


The most sensational feature of the 
present depression, since the end of 
October, 1929, has been the drop in 
speed of turnover in business at large as 
measured by the figures on turnover of 
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banking resources. It has been this 
diminished turnover which has heavily 
offset the constructive possibilities of 
larger funds available for investment and 
the recent tendency toward greater 
credit and currency inflation. No such 
drop in speed of turnover took place in 
the 1919-21 depression. In fact the 
average turnover of 1920 was greater 
than that of 1919, and the turnover of 
1921 was greater than that of 1920. 
In sharp contrast to this earlier depres- 
sion, there was a drop in turnover from 
the index figure* of 153 in October, 
1929, to 103 in October, 1930, and a 
further drop to 67 in October, 1931. 
This represented a drop of more than 
56 per cent. in two years. The contrast 
to the 1920-21 depression is rather 
startling when we realize that in Octo- 
ber, 1919, the turnover index stood at 
78/4 (a figure 17 per cent. higher than 
October, 1931!), that in October, 1920, 
it was still at 78/2, and that by October, 
1921, it had increased to 84. 

In a broad way, then, we can say that 
the turnover or speed of business showed 
a steady upward trend during the entire 
1919-21 depression, whereas in the 
1929-31 depression it has declined with 
sensational violence. 

There was, of course, a reasonable 
basis for the optimism of those who 
based most of their calculations on the 





*All index figures taken from the Young 
& Ottley Indexes of Business and Financial 
Turnover, of Available Investment Funds, 
and of Credit and Currency Inflation. Base 
of 1926 average as 100. 
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increase of available investment funds 
during 1930-31. The index of these 
funds* rose from 85 in September, 
1929, to 142 in August, 1931, follow- 
ing with reasonable closeness the pat- 
tern of the same index in 1920-21, when 
it rose from 53 in June, 1920, to 74 in 
August, 1921. Since August of 1931, 
however, the index of investment funds. 
instead of continuing uphill as it did 
all through 1921 and 1922, has turned 
sharply downhill, dropping from 142 to 
123 at the end of November. The rea- 
sons for this are largely the after-effects 
of England’s abandonment of the gold 





Chart showing the Young & Ottley 
composite index of the supply of in- 
vestment funds. 


standard, the heavy withdrawals of 
foreign balances from this country, and 
the indirect effects of currency hoarding. 


INFLATION 


We now come to the third main group 
of factors—namely, currency and credit 
inflation—which is the one remaining 
basis of hope for all those who feel that 
Governmental efforts at inflation, direct 
or indirect, may turn the tide of business 
sentiment. I have a feeling that the en- 
thusiasm of these men would be some- 
what quenched if they were to re-ex- 
amine closely the course of currency and 
credit inflation during the 1919-21 de- 
pression. It is a matter of record that 
inflation continued to mount uphill from 
mid-summer of 1919 until October, 
1920, both in currency and in Federal 
Reserve credit. During most of this 
period, wholesale prices also mounted 
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rapidly, reaching their peak approxi- 
mately in May of 1920. In fact between 
October, 1919, and May, 1920, the 
wholesale commodity price index rose 
some 17 per cent., faithfully keeping 
pace with the inflation in currency and 
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Chart showing the Young & Ottley 


composite index of currency and 


credit inflation. 


credit. But it is a matter of sad record 
that during this same period the stock 
market began its first major declines of 
the depression, registering the fact that 
increasing prices and increasing inflation, 
when not accompanied by a correspond- 
ing brisk increase in turnover, merely 


produce increased sales resistance and 
diminished earnings. 

Commodity prices began their steep 
decline in July, 1920, and before June, 
1921, had dropped about 44 per cent. 
Two months after this sensational com- 
modity deflation was completed, while 
credit and currency deflation were still 
in violent progress, the stock market re- 
covery set in. In other words, those 
who believe that credit and currency and 
price inflation are the cure-all for a bear 
market had better study closely the his- 
tory of increasing inflation during the 
first half of the 1920-21 depression and 
the ultimate recovery which set in only 
after the inflation sins had been violently 
corrected. It was a whole year after 
the bottom of the bear market in 1921 
before currency and credit deflation 
reached their climax. 
DIVERGENT ACTION OF THREE FACTORS 

The purpose of making these com- 
parisons is to show the economic ab- 
surdity of trying to link the end of de- 
pression and the time of anticipated re- 
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CAPITAL AND SURPLUS ? - 


covery with any one group of economic 
factors. To illustrate more clearly the 
sharply divergent action of two out of 
the above three main groups, the con- 
_trasting index figures of 1919-21 and 
1929-31 for each group are shown in 
the accompanying charts, covering in 
each case the culminating year of bull 
market action and the two succeeding 
years of depression. To make the com- 
parisons easier in terms of percentage, 
the index figures are adjusted by taking 
both January, 1919, and January, 1929, 
as 100. This makes it possible to com- 
pare directly month by month the per- 
centage changes in the two periods. It 
will not take more than one glance at 
these charts to show that the decline in 
speed of turnover of the 1929-31 de- 
pression is the factor which has thrown 
out of gear all calculations hopefully 
based either on credit or currency infla- 
tion, or on supply of investment funds 
as forces which, of themselves, might 
bring about a fundamental change. 

It is not my purpose to make any pre- 
dictions as to the course of business and 
finance during the balance of 1932. In 
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a general way, changes in basic eco 
nomic factors do anticipate somewhat the 
public recognition of these changes as 
registered in the various security and 


commodity markets. It would be fool- 
hardy to say at this juncture that a swift 
reversal of trend in turnover could not 
take place before this year is out. As of 
the present date of writing (February 
15) it is quite evident that more hope 
than ever before is being pinned on the 
effects of large-scale credit expansion 
and the rediscounting of banking assets 
which heretofore could be liquidated 
only in the public securities markets. The 
word “inflation” is being carelessly 
bandied about with no attempt what: 
ever to define what is meant by “infla- 
tion.” If we assume, however, that we 
can refer to the same phenomenon which 
occurred from June, 1919, to June, 
1920, we know from past experience 
that this sort of inflation does not neces 
sarily mean an increase in earnings or 
an increase in the market value of stocks 
or bonds. There is always the danger 
that unless turnover of actual banking 
resources increases as a reflection of 














Industry Turns to Electricity 
Gas 


and 


e@ Industries in areas served by the 
Associated Gas & Electric System 
are modernizing by substituting elec- 
tricity for steam power, by replacing 
private electric plants with central 
station service, and by substituting 
gas for other fuels. The result of these 
changes over the past five years is: 


Total plants modernized . 
With Electricity . . 
Wena 6 «6 8% 


1,267 
951 
316 


Since 1920, the use of both electricity 
and gas in industry has been more 
than doubled. Still, only 75 per cent 
of industry is now electrified, and 
only 49 per cent gets its power from 


public utility plants. It is estimated 
that there is an immediate opportu- 
nity for an increase of 50 per cent in 
the amount of gas used by industry. 


For Information About Industrial Opportunities In Associated Areas, Write 


Associated Gas & Electric System 


61 Broadway 


better turnover and better trade gen- 
erally, a. mere credit inflation, even if 
accompanied by rising commodity prices, 
may prove a distinct disappointment. 
Ultimately, debts of all kinds, except 
those based on commodities as collateral, 
must be met out of earnings or out of 
taxes. Liberalizing the rediscount facili- 
ties of the Federal Reserve System pro- 
vides a means for prolonging debt, but 
does not, of itself, provide a means of 
repaying debt. We can hardly expect 
a basic change in the trend of depres- 
sion until the great masses of people are 
willing to spend more money and thus 
increase turnover. These masses, being 
largely dependent on salaries, cannot be 
expected to spend more freely until they 
are persuaded that their jobs are secure. 
They are not apt to yield to this persua- 
sion until the companies employing them 
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find their net earnings at least on a level 
trend or on a slightly upward trend. 
This happy circumstance in turn requires 
an adjustment of all costs, including in 
many instances interest charges on in- 
debtedness, to a lower level, so that even 
on reduced turnover in business the 
margin between cost of production and 
net income from sales increases. De- 
velopment of a shortage of raw materials 
or of finished products in some basic 
line of industry might also stimulate a 
reversal from the general trend of turn- 
over. The best one can do is to exert 
extreme vigilance in measuring whatever 
changes occur from week to week and 
month to month, and through a sound 
appraisal of these changes as they take 
place, to anticipate public recognition of 
them as registered in the security and 
commodity markets of the world. 





THOSE GERMAN LOANS 


“We hear and read much about our 
foreign loans. It seems to be popular 
to attack our banks for advances to 
Germany, but they are not 
without precedent in world affairs. We 
have only to look back comparatively a 
few years and remember that loans from 
France, Germany, England and others 
to Russia were to them foreign loans 
just the same as our loans to Germany. 
Looking back to the beginning of our 
history we find France and Holland 
making loans to us when we were with- 
out a stable government and before our 
ability to pay was demonstrated. Then 
again, let us remember that our mother 
country, from whom we were separated, 
looked down upon us with charity and 
good-will as evidenced by the loans 
which she extended to us in past years 
and the large amount of American in- 
vestments held by foreign countries 
prior to the World War. Foreign trade, 
foreign investments and foreign loans go 
hand in hand, they rise or fall together. 
You cannot separate one from the other 
without serious impairment of both.” — 
Harry J. Haas, president. American 
Bankers Association. 


HERE TO STAY 


“The corporation has largely super- 
seded the individual merchant and 
manufacturer, with the result of greater 
economies, more intelligent production 
and more substantial benefits to the pub- 
lic. The same influences have brought 
the corporate organization into the field 
of the business and financial manage- 
ment of estates and all kinds of trusts 
and with the same beneficial results. 


With a very general acceptance and ap- 
proval of these organizations by the 
public, it is impossible to believe that 
there can be a reversion to exclusively 


What They Say 


individual management. 


It cannot be 
possible, any more than in the case of 
mercantile and manufacturing corpora 
tions, for it would not be for the best 
interests of the public, which is the de- 


termining influence."—Ralph Stone, 
chairman of the board Detroit Trust 
Company. 


BETTER SENTIMENT 


“There are concrete indications of 
better business sentiment. For example, 
the business interests of the country have 
reacted very favorably, indeed, to the 
public statement of the leaders in Con- 
gress that the Federal taxes for 1931 
would not be increased, retroactively. 
All business men necessarily regard their 
taxes as very important obligations; pru- 
dent business men provide for taxes in 
the planning and carrying out of current 
operations. It is a severe blow to busi- 
ness interests when the taxes applicable 
to a year are increased if the operations 
of that year have been concluded. 
Hence, the public statement of the lead- 
ers of Congress is particularly states- 
manlike under present conditions. This 
is one of several things that have re- 
cently occurred to give more stability to 
the efforts of business men.”—Walter 
Kasten, president Wisconsin Bankshares 
Corporation. 


PALLIATIVE—PREVENTIVE 
CONSTRUCTIVE 


“Clearing houses can succor banks 
which are in temporary jeopardy. That 
is palliative. To enlist the rank and file 
solidly behind banks before seepage of 
deposits begins is preventive. To imbue 
the masses with a spirit of confidence in 
themselves, in their country and _ its 
financial institutions is constructive.” 
Harvey Blodgett, of Harvey Blodgett 
Company, New York. 
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Situation as Seen Through the Eyes 
of Leading English Bankers 


]. Beaumont Pease, chairman Lloyds 


Bank, Ltd.: 


For the moment I am going to content 
myself by referring to what seems to me 
to be the main cause of our troubles. 
Primarily, of course, the war is respon- 
sible, either directly by the huge destruc- 
tion of wealth which it caused and the 
vast borrowings which were entailed for 
its pursuit, or indirectly by the disloca- 
tion of trade which followed in its train. 
The great increase of productive power 
and new inventions arising out of the 
war caused an overproduction of pri- 
mary commodities relatively to the high 
cost of manufactured articles, and thus a 
lack of purchasing power was experi- 
enced by countries engaged in the pro- 
duction of primary commodities, both on 
account of the lower prices obtained for 
the increasing amount of their goods, 
and also by reason of the relatively ex- 
cessive price of manufactured articles. 

A further contributory factor was the 
disturbance to the monetary systems of 
the world caused by the transfer of huge 
sums from debtor to creditor nations, 
which had no commercial origin or basis 
and produced a constant drift of gold to 
the two nations which had become the 
chief war creditors in the world. The 
consequent rise in the value of gold and 
its corollary, the fall in prices of com- 
modities, still further accentuated the 
unfortunate position of the nations en- 
gaged in primary production, and cur- 
tailed their power of purchasing from 
manufacturing nations. 

Confined in this vicious circle, and cut 
off from the possibility of normal inter- 
national trade, nations of the earth have 
been showing an increasing tendency to 
think of themselves alone, and to aim at 
an impossible state of self-sufficiency; to 
be willing indeed to sell to others but, 
by tariffs, restriction. of imports, and 
control of exchange, to render it im- 


possible for other nations to sell to them. 
In such a mad world a return of pros- 
perity, the one thing we all want, has, 
for the time being, been made an im- 
possibility, and international trade has 
been brought largely to a standstill. 


* * * 


Right Hon. Reginald McKenna, chair- 
man Midland Bank, Limited: 


It must be manifest to anyone who 
considers the subject that no metallic 
standard can remain operative if the 
great creditor nations act in such a way 
as to create a corner in the metal. If 
they do not re-lend the surplus on their 
balance of international payments, gold, 
the only ultimate medium of payment, 
must flow into their vaults in a con- 
tinuous stream. The debtor countries, 
unable to obtain additional credit and 
confronted with default, are forced to 
fling their products on the world market 
at any price. The catastrophe is inevi- 
table and spreads from country to coun- 
try so long as debts have to be paid in a 
steadily appreciating medium. The 
present distress is an acute manifestation 
of this process, and the question is in- 
evitably asked whether gold is for ever 
to remain the standard of money value, 
however well or ill it is made to work. 

Obviously the most rational answer to 
this question would seem to be that, if 
the gold standard cannot work without 
depressing and even ruining trade, the 
proper course must be to seek another 
and better one. I am afraid, however, 
that the financial authorities of the 
world, with their deep-rooted traditions 
and long-established practice, will not 
be easily moved to consider the ques- 
tion on its merits. There is still a pro- 
found conviction that the gold standard 
is the firmest basis for sound money, the 
surest protection against inflation, the 
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best safeguard from political interference 
with national currencies by needy gov- 
ernments. 

* * xk 


Sir Harry Goschen, Bt., K. B. E., chair- 
man National Provincial Bank, 
Limited: 


Just as outside influences forced the 
pound off gold, so they now threaten to 
impair the effects of any effort that we 
may make to right our financial position 
and trade. We have every confidence 
that our government and our monetary 
authorities will apply those principles of 
co-operation that have been their guid- 
ing policy ever since the war to the solu- 
tion of the problems of Germany’s com- 
mercial obligations, of reparations and 
of war debts. The fall in commodity 
prices has made the revision of the ob- 
ligations of certain debtors essential; but 
it is clear that commercial obligations, 
on the fulfilment of which all business 


must depend, must take precedence of 
inter-governmental contracts. 

In fact, it cannot be denied that the 
charges involved by reparations and war 
debts are essentially different from those 
which result from credits and capital 
put into industry and development. The 
latter provide assets which produce reve- 
nue indirectly or directly; the former 
are an uncompensated burden, and the 
effect produced by the charges arising 
from them is detrimental both to those 
who pay and those who receive them, 
especially when the creditors close their 
markets to goods and take payment in 
the form of gold. These payments have 
been an important, perhaps the chief, 
cause of the maldistribution of gold and 
its disastrous effect on prices. I feel 
very strongly that there can be little 
expectation of real recovery in trade, 
and in the confidence that means every- 
thing to business, until this problem of 
reparations and war debts has been 
settled definitely in a way that is recog- 
nized as fair by all parties. 


of * * 


Frederick C. Goodenough, 
Barclay’s Bank, Limited: 


chairman 


The alternative method, of making 
payment in gold, has become virtually 
impossible, owing to a very large part of 
the available stocks of monetary gold 
being now concentrated in the hands of 
the United States and France. Unless 
some means can be found for gold to be 
circulated more freely, it would seem 
that gold will no longer be capable of 
being put to its normal use as a basis of 
currency and credit and as a measure’ 
ment of world prices. In that case, gold 
will lose its value and those countries 
must inevitably be faced with enormous 
losses. 

It is now more generally recognized 
that the industrial and trading interests 
of the world are better served by the 
greatest possible encouragement being 
given to the exchange of goods for goods, 
and that there is little advantage to be 
gained by accumulating balances abroad 
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repayable on demand or short-notice, as 
distinct from permanent investment. In 
many cases, such short-term lending has 
given rise to much difficulty whenever 
the lending country decided to withdraw 
its balances. On the other hand, per- 
manent investment of a sound character 
is greatly needed. In any circumstances, 
it would be in the interests of interna- 
tional trade that there should be a gen- 
eral reduction in tariffs, and this might 
even extend eventually to the tariffs im- 
posed or about to be imposed on some 
imports into this country, although 
safeguards should be continued to avoid 
Great Britain again being exploited 
through foreign goods being thrust upon 
us below the cost of production. 


* * * 
Hon. Rupert E. Beckett, chairman 
Westminster Bank, Limited: 


The troubles which we face today are 
due not to the events of 1930 nor to 
the developments of 1931; their origin 
lies farther back. Out of the Great War 


came not only inevitable poverty and 
burdens, but, even more formidable, the 
spirit and policy of narrow nationalism 
begotten of war fever. The victors 
yielded to the natural impulse to demand 
that the vanquished should pay the cost 
of the war; minorities hitherto living 
under alien rule demanded their own 
freedom, their own boundaries, their 
own flags, and their own commercial 
systems. The results were the creation 
of vast inter-governmental debts requir- 
ing the transference of huge sums from 
nation to nation without any relation to 
the trade passing between them, and the 
erection at the same time of trade bar- 
riers, so dear to nationalistic aspirations, 
which effectively impeded that very flow 
of commerce through which alone such 
a huge scheme of international obliga- 
tions might conceivably have been car- 
ried out. Thanks to modifications and 
readjustments, such as those made in the 
case of reparations by the Dawes and 
Young committees, Europe managed to 
stagger along under this load until there 
set in two years ago an unprecedented 
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fall in commodity prices, which rendered 
the burden increasingly hard to bear. 


* * * 


Alexander A. Paton, C.B., chairman 
Martin's Bank, Limited: 


Among the more general, though not 
in the long run less significant, signs of 
new hope, is the apparent weakening 
among important nations of the in- 
tensely nationalistic attitude to which 
much of the world’s present distress is 
due. Great Britain has suffered griev- 
ously through its willingness to remain 
in association with others less ready to 
co-operate in the creation of stable world 
conditions. Nevertheless, some degree of 
unity of action is still essential. In a 
country whose foreign trade is 25 per 
cent. of the whole, recovery depends 
above all on the development of a posi- 


tive and permanent system of world co- 
operation. Its own attempts should no 
doubt be confined henceforth to forming 
an alliance with those countries to which 
it is united by a common aim. In this 
direction there is prospect of fairly im- 
mediate progress, as is shown by the 
joint action of Scandinavian countries in 
proposing a close alliance among north 
ern European nations. It would be dif- 
ficult to exaggerate the value to Great 
Britain and the Empire of forming an 
immediate Currency Union with those 
nations which have departed from the 
gold standard and are prepared to seek 
stability through definite co-operation to 
this end. 

It is my earnest hope that the indus: 
trial position now reached, which may 
justly rank as one of opportunity, may 
be converted through the calm and en’ 
ergy of our people into one of large 
promise. 
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The Financial Situation Abroad 


A Monthly Survey of Current Financial, Economic and Political 
Events in Great Britain and the Nations of Europe 
and Latin America 


term credits for a year from March 

1 is one of the outstanding events 
in recent international financial history. 
Satisfaction over this agreement is some- 
what tempered by the fact that it was 
not reached by a voluntary disposition 
of Germany’s creditors to allow the debts 
to remain on their books, but that it was 
an arrangement rendered imperative be- 
cause the debtor country was unable to 
pay. But there is considerable satisfac- 
tion to be derived from the fact that 
since the earlier suspension of payments 
Germany has made a substantial reduc- 
tion of these debts and has shown a will- 
ingness to make further reductions as 
rapidly as and to the extent that cir- 
cumstances will permit. The agreement 
to prolong the debts for an additional 
twelve months is also to be taken as an 
evidence of the willingness of debtors 
and creditors to co-operate in an effort 
to relieve a situation that was becoming 
desperate. Germany is now given a fur- 
ther breathing spell, but whether this will 
be sufficient to restore the country’s 
vitality is further dependent upon the 
action that must be taken with regard 
to reparations and inter-governmental 
debts. A conference to deal with these 
troublesome problems, postponed from 
time to time, will probably be held in the 
early summer at Lausanne. England 
and France seem to have reached agree- 
ment on a tentative plan for dealing 
with the reparations question, but ac- 
ceptance of this plan will depend upon 
how it is received in Germany, and if it 
is to affect the settlement of inter- 
governmental debts, the United States 
must be consulted. As practically all 
ountries are suffering from the effects 
of the depression, it might be expected 
that a common affliction would serve to 


F ecm cresis of the German short- 


unite the nations of the world in a com- 
mon bond of sympathy that would re- 
sult in action leading to alleviation of the 
general distress. The contrary appears 
to be true, each nation struggling to pro- 
tect its own citizens without much re- 
gard to the welfare of others. That this 
policy is short-sighted was apparently 
the view of the committee that devised 
the recent extension of the German short- 
term credits, for in the report of this 
committee it was said: “The present ex- 
treme crisis must bring home to all 
peoples of the world the fact that all 
countries grow poor together.” As to 
which observation it must be said, that 
however clearly this fact may be recog- 
nized by statesmen, financiers and econo 
mists, it permeates but slowly into the 
minds of the masses of mankind, thus in- 
definitely delaying the adoption of this 
principle as the policy which the nations 
of the world are ready to follow. The 
Disarmament Conference, which con- 
vened at Geneva early last month, drags 
its slow length along, with little accom- 
plished thus far, and a general feeling 
that the conference was called at an in- 
opportune time, and that its accomplish- 
ments may not be very great. Ecuador 
has recently suspended the gold standard 
until November next, thus adding to the 
very considerable number of countries 
taking similar action following the ex- 
ample of Great Britain. Announcement 
has been made that the Bank for Inter- 
national Settlements would lend _ its 
“moral support” to South American 
countries in their efforts to preserve the 
gold standard, although details are lack- 
ing as to just what this “moral support” 
implies. For a long time much concern 
has been shown in the United States over 
the sad financial and economic situation 
in Europe. Now there is a clear dis- 
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position in various European countries 
to commiserate the United States on ac- 
count of its widespread unemployment, 
depression in trade and industry and a 
huge deficit in the national budget. This 
concern has expressed itself by heavy 
gold withdrawals from New York for 
account of the Bank of France and by 
smaller demands from Holland, Belgium 
and Switzerland. Efforts to counteract 
this distrust by extraordinary financial 
measures seem, thus far, to have ac- 
centuated it 


GREAT BRITAIN 


Expectations of great advantages to 
British trade and industry as a result of 
suspension of the gold standard do not 
seem to have been realized, although 
there has been a sharp reduction in the 
so-called unfavorable balance of trade. 
But recently there has been a marked 
rise in the unemployment figures. The 
supposed advantages to be obtained by 
the abandonment of the gold standard 
could hardly have been realized unless 
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other countries remained on that stand- 
ard. By giving it up, as a number have 
done, these other countries gain the same 
advantages that were expected to accrue 
to England as a result of the change in 
the monetary standard; that is, a ten- 
dency to restrict imports and to enlarge 
exports. As England has now turned 
from a fiscal policy of free trade to one 
of moderate protection, the effects of the 
experiment on the country’s foreign 
trade, and more especially on the bank- 
ing and shipping interests, will be 
watched closely in various quarters of 
the world. That the new tariff policy is 
not universally regarded with favor is 
shown by the fact that several members 
of the MacDonald cabinet reserved the 
right to oppose it in the House of Com: 
mons. Evidences of the country’s in- 
herent strength have been afforded by 
recent payment by the Bank of England 
of French and American credits without 
recourse to gold reserves and by prompt 
payment of taxes. The Bank of England 
recently reduced its discount rate from 
6 to 5 per cent. 
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Banking Results 


While net profits of the leading Brit- 
ish banks in 1931 generally were con- 
siderably below those of the preceding 
year, and the amounts set aside for con- 
tingencies much larger, as stated by The 
Economist, “the balance sheets show 
that even in so difficult a year as 1931 
the banks could operate without suffer- 
ing any more harm than could easily be 
covered out of the great reserves built 
up through long years of traditional 
caution and conservatism.” As to the 
fall of £155,000,000 in deposits, the 
same authority says: “This may be as 
cribed to such factors of the year’s gold 
losses of £25,000,000 and withdrawal of 
foreign funds, the contraction in public 
and private credit as shown by the year’s 
reduction of £26,000,000 in Treasury 
bills, the further contraction in the sup- 
ply of commercial bills and the reduc- 
tion of £30,000,000 in the total of bank 
advances. Contingent liabilities, as rep- 
resented by acceptances, have also fallen 
heavily, this being due ta bad trade, 
lower world prices and perhaps a cer- 
tain hesitancy to draw on London since 
the suspension of gold payments.” 


FRANCE 


Spread of the depression influences to 
this country, which has been noted for 
some time, has of late become intensi- 
fied, as indicated by growing unemploy- 
ment and a decrease in revenue receipts, 
with a substantial deficit in sight for the 
current year’s budget. Spectacular 
movements of gold from New York to 
Paris have continued in recent weeks and 


on an increasing scale. Additions to 
the circulation of the Bank of France 
have been largely in the form of bills of 
the higher denominations, believed to in- 
dicate that hoarding of currency is tak- 
ing place to a considerable extent. The 
policy of France with regard to repara- 
tions was thus recently laid down by 
Premier Laval: “For the period of the 
depression we will not refuse to examine 
the conditions and methods of a new 
arrangement with our debtors and with 
our creditors. We will accept reduction 
of our reparations only in the measure 
in which at least equivalent reductions 
shall have been conceded to us on the 
war debts, and we shall insist, as in July 
last, on payment of the uncondi- 
tional annuity.” While elections are to 
take place in May, it is hardly likely 
that their result will change the coun- 
try’s policy as laid down above. Foreign 
trade is showing a marked decline in ex- 
ports and somewhat less in imports. 
Prime Minister Laval’s Cabinet has been 
succeeded by a ministry headed by Andre 
Tardieu. 
GERMANY 


Temporary relief to this country has 
been afforded by a year’s further exten- 
sion of the standstill agreement relating 
to debts due foreign countries—a relief 


urgently needed, since recent trade 
figures show that the enormous exports 
of last fall are far from being main- 
tained. There has also been a falling 
off of imports, but exports have declined 
to a much greater extent. This sharp 
reversal in the “favorable” trade balance 
has given rise to a further consideration 
to the necessity of taking additional pre- 
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cautions to safeguard the gold reserves 
of the Reichsbank. It has developed 
that there has been some resort to ex- 
pedients for circumventing the measures 
taken some time ago for the control of 
foreign exchange, and stricter regulations 
are hereafter to be enforced. The atti- 
tude of Germany on the payment of 
reparations has been set forth by Chan- 
cellor Bruening in the following unequi- 
vocal manner: “It is evident that the 
situation of Germany makes it impos- 
sible for her to continue to effect pay- 
ments of a political character. It is 
equally clear that all attempts to per- 
petuate a system of payments of this 
kind will lead inevitably to the ruin not 
enly of Germany but also of the entire 
world.” The banking situation has re- 
cently undergone some marked changes 
by consolidations and alterations in 
capital structure. 


ITALY 


Unemployment has recently shown a 
considerable increase, and record figures 
have been reached. It is believed that 
part of this increase is seasonal, and that 
a reduction may be looked for with 
greater activity in agriculture in the 
spring. While the country, like ali 
others, has suffered from the depression, 
there are several encouraging factors in 
the situation. The excess of imports 
over exports has been largely cut down; 
the note circulation, which has a large 
gold cover, has been reduced and infla- 
tion avoided; and, although recent 
months have increased the budget deficit, 
the actual cash position of the Treasury 
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remains strong. Capital for the new 
institution designed to relieve the banks 
of industrial financing was promptly 
subscribed, and the institution has opened 
for business. Its president, Senator 
Mayer, has denied the intention of the 
corporation to act as a medium for the 
nationalization of industry, such a policy 
being declared to be contrary to the 
aims of the Italian State. 


HOLLAND 


Although both imports and exports 
declined in 1931 as compared with the 
preceding year, the deficit of the balance 
of trade was smaller than in any of the 
years 1928, 1929 or 1930. Imports for 
1931 represented a value of 1,892,700, 
000 guilders and exports 1,311,800,000 
guilders, representing a 22 per cent. de- 
cline in imports and 24 per cent. decline 
in exports as compared with the 1930 
figures. The fall in prices was partly the 
cause of this decline in the value of the 
foreign trade. In volume the exports 
for 1931 slightly exceeded the figures for 
1930. As an indication of the very 
strong position of The Netherlands Bank, 
it may be mentioned that the percentage 
by which its circulation is covered by 
gold has steadily risen from 49 per cent. 
early in January, 1931, to 89 per cent. 
toward the close of the same month in 
I932. 

POLAND 


Fresh tax legislation is expected to in- 
crease the revenues by some 120,000,000 
zlotys, but this will be reduced by an 
estimated loss of about 45,000,000 zlotys 





BANCO DE PONCE 


PONCE, PORTO RICO 


CAPITAL and SURPLUS, over .. . 


$1,400,000.00 


Porto Rico's average yearly business 
with the continental United States 
aggregates over $150,000,000.00. 
This total represents more than 90% 
of all the Island's foreign business. 


We invite the correspondence of 
Banks, Bankers and Exporters to 
place our facilities at their disposal 
for the efficient handling of their 


transactions with this Island. 


in the turnover tax. Among other minor 
changes in the taxation laws an act was 
passed authorizing the Minister of Fi- 
nance to accept certain arrears of tax 
payments in kind. This is in connection 
with unemployment relief and changes 
in tax legislation regarding co-operative 
societies. 

A recent statement of the Bank of 
Poland shows an increase in gold and 
stable currencies but a decrease in the 
note circulation. 

According to the census of December, 
1931, the second census taken in Poland 
since the re-establishment of the Repub- 
lic, the total population of Poland num- 
bers 32,120,020. Poland in 1921 had 
only six cities with a population over 
100,000. Now that number has nearly 
doubled, with eleven cities on the list. 


SPAIN 


With increasing quota and tariff re- 
strictions on Spanish exports abroad and 
serious obstacles to large imports, prin- 
cipally on account of prohibitive foreign 
exchange rates, Spanish foreign trade is 
at a low mark with the balance still un- 


favorable. Internal business is also at a 
low figure with the renewed slump in 
the peseta and a high number of pro- 
tested drafts. Unfinished agrarian legis- 
lation and the unsettled demands of rail- 
way employes indicate that there is no 
likelihood of an early upturn, though 
some optimism has been shown in the 
security markets and there is general 
gratification at the government action in 
suppressing the recent revolutionary 
strike. The Finance Minister’s program 
for a balanced budget has received ap- 
proval, although there is some apprehen- 
sion as to the effects which the proposed 
tax increases will have on _ business. 
Irrigation and electric power projects 
which were classed as reproductive pub- 
lic works are in the future to receive pre- 
ferred governmental attention, as these 
projects will be pushed for the relief of 
the unemployed, which are now esti- 
mated at 500,000. 


SWEDEN 


From the Quarterly Report issued by 
the Skandinaviska Kreditaktiebolaget it 
is learned that the export trade of 
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Banxino Business or Every 
DescriPTION TRANSACTED 


Paid up capital 
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Kr. 40,000,000. 


New York Agents: 
The National City Bank of New York, Guaranty Trust Company of New York 
and Irving Trust Company 


Sweden has suffered much less on ac- 
count of the depression than has that of 
some other countries, notably Great 
Britain and the United States. The 
value of the exports per head of the 
population was in 1913 about 145 kronor 
and in 1929 about 296 kronor. The in- 
crease thus amounts to more than 100 
per cent. As the level of export prices 


in 1929 was about 45 per cent. higher 
than in 1913, the increase of the exports, 
reckoned in volume per head of the 
population, will figure out at roughly 40 


per cent. It should be noted that the 
term “in volume” signifies “irrespective 
of changes in the price level.” This 
real increase in Sweden's exports is, in 
part, due to the inclusion of goods in a 
more advanced stage of manufacture. In 
other words, Sweden's exports have been 
extended in recent years so as to com- 
prise goods representing greater indus- 
trial elaboration. Though the expansion 
of the Swedish export industries during 
the period under review had been re- 
markably rapid, the set-back in the en- 
suing years of depression has not been 
so marked as in the leading industrial 
countries. During the twelve months’ 
period ending September, 1931, Swedish 
exports, compared with the average for 
the years 1927 to 1929, was reduced by 
about 29 per cent. As for Great Britain 
and the United States the corresponding 
reduction amounted respectively to 42 
and 46 per cent. This expansion before 
the crisis and this strong resistance to 
the effects of the ensuing depression 
point to the existence of a constant de- 
mand for Swedish goods abroad. 
Sweden's leading exports are in fact 
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characterized by the high quality of the 
products. The country supplies the world 
markets with about one-half of the iron 
ore and from 40 to 45 per cent. of the 
chemical wood pulp. 


NORWAY 


The Bank of Norway's statement at 
the end of the year showed a large re- 
duction of its balances abroad as com- 
pared with the close of the preceding 
year. Since the suspension of gold re- 
demption the Norwegian currency has, 
in a general way, followed the course 
of the pound sterling. Control of foreign 
exchange has been by the voluntary ac- 
tion of the banks, the aim being to pro- 
vide the necessary funds to meet the 
country’s primary needs. No restric 
tions on the importation of goods have 
been imposed. The adverse trade bal- 
ance at the close of 1931 was but slightly 
above that of the previous year, and at 
the turn of the year the trade with 
foreign countries was approaching an 
equilibrium. Wholesale prices, calcu- 
lated in dollar terms, were represented 
by the figures 83.79, compared with 
129.69 at December 15 of each year. 


AUSTRIA 


The general situation in Austria is 
thus outlined in a recent number of the 
Monthly Report, issued by the Wiener 
Bank-Verein: 


Events in Austria reflected the general 
situation in Europe in 1931. On May 12 the 
Credit-Anstalt had to announce that prac 
tically its entire own means had been lost; 
this was the first serious warning of the credit 
crisis—the characteristic element of the last 
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year—and initiated the long series of threat- 
ening failures that caused in many countries 
the governments to step in with a view to 
protecting the creditors and shareholders of 
institutions beset with difficulties. As a debtor 
country, Austria was naturally exposed to a 
high degree to the subsequert cancellation of 
credits granted to Central and Eastern 
Europe, though, in consideration of the guar- 
antee assumed by the government, the settle- 
ment of a considerable part of the Credit- 
Anstalt’s debts owed abroad (roughly 500,- 
000,000 schillings) was postponed for two 
years. The private economic community in 
Austria fully met its obligations, but, under 
the heavy pressure of the withdrawals that 
followed the practical institution in Germany 
and in Hungary of a moratorium applying to 
debts owed abroad, it felt bound to conclude 
with the foreign creditors an agreement pro- 
viding for the repayment of the credits by 
instalments. The suspension of gold pay- 
ments by England increased the general un- 
easiness to such an extent that the control of 
foreign exchange transactions could no longer 
be avoided; it was legally introduced on Oc- 
tober 9 and is still in force. Owing to the 
effects of those regulations on the foreign 
trade, the Austrian National Bank and the 
government exercise a supreme influence on 
the private economy, and those two factors 
find themselves saddled with a heavy respon- 
sibility. The problem of acquiring foreign 
exchange is to be simplified as far as possible 
by means of a compensation of the individual 
balance of payments with the single countries, 
this being the aim of the clearing agreements 
concluded and under negotiations; this neces- 
sarily leads to a compulsory direction of the 
exchange commodities, and, consequently, to 
an interference with the dispositions of the 
trading community. 


HUNGARY 


The order in council suspending pay- 
ments on foreign debts, except in domes- 
tic currency, with the semi-official ex- 
planation of the measure, appears below: 


During the time in which the present order 
in council will be in force, but without prej- 
udice to the full rights of creditors after 
the expiry thereof, amounts payable on state 
debentures, mortgage bonds or other bonds 
whether state or otherwise, as well as on the 
interest of Treasury bills and Treasury bonds 
issued by the Hungarian state may not be 
paid to creditors, but the debtors shall at 
maturity deposit the amount thereof in 
pengos at the National Bank of Hungary, 
and during the currency of this decree no 
Proceedings may be brought in respect of such 
debts against any such debtor who has made 
a deposit in pengos accordingly. As to the 
conversion from foreign currencies into 
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pengos the “sellers rate published by the 
National Bank of Hungary on the working 
day immediately preceding the day of the 
actual deposit shall be determining. 

During the time in which the present order 
in council will be in force it is prohibited for 
any debtor institution to give notice of re- 
demption or to draw any of its debentures, 
mortgage bonds or other bonds outside the 
regular sinking fund scheme. 

Owing to the exceptional decline in the 
price of the principal Hungarian exports and 
the consequent difficulty, in present circum- 
stances, of obtaining sufficient exchange for 
foreign debt remittances, the Hungarian 
Government is under the necessity of sus- 
pending the payment abroad in foreign cur- 
rencies, with certain exceptions, of the Hun- 
garian financial obligations, public and _ pri- 
vate, as from December 23, 1931. 

The Hungarian Government accordingly 
proposes to apply the foreign currency at its 
disposal in the first place to the service of 
the 74 per cent. State Loan of the Kingdom 
of Hungary 1924 and then, so far as the 
supply of foreign exchange permits, to the 
secured Relief Loan, the interest or discount 
on the secured Treasury Bills, the service 
payments for the Caisse Commune, the 
Austro-Hungarian State Railway, the Danube 
Save Adriatic Railway, the payments to be 





made under the London Protoco! of August 
11, 1931, the service payments of the pre- 
War loans of the City of Budapest under 
the Ostende Agreement of August 14, 1925; 
and for the purpose of preserving the com- 
merce of the country, the Hungarian Gov- 
ernment will authorize the National Bank 
of Hungary to sell to Hungarian nationals 
foreign exchange for the purpose of meeting 
interest or discount and commission on short 
term debts to bankers and others and of giv- 
ing effect to appropriate “Stillhaltung™ ar- 
rangements which the government intends to 
propose to short term creditors in toreign 
currencies for a period of six months. 

Holders of all state or state guaranteed 
loans (other than loans payable in pengos) 
or of the loans of Hungarian public authori- 
ties or other loans (excluding all short term 
loans) the service of which is not fully met 
in foreign currencies are called upon pending 
final settlement to postpone their claims for 
the next twelve months on the deposit in 
pengos being made as mentioned below. In 
so far as these pengo deposits bear interest. 
such interest less the expenses incidental to 
their administration will be applied for the 
benefit of the creditors. 

The Hungarian Government and the Na- 
tional Bank of Hungary will secure that for 
the aforementioned period more favorable ar- 
rangements will not be made in any cases 
referred to in the preceding paragraph. 
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In the meantime the full service of all such 
loans will be collected in pengos at the rate 
quoted the day previous by the National Bank 
of Hungary and paid into a blocked account 
at the National Bank of Hungary for the 
benefit of the bondholders. This account 
will be administered by the National Bank in 
agreement with the Adviser at the National 
Bank, who will consult with any representa’ 
tive whom the creditors as a body may nomi 
nate on all matters concerning the manage’ 
ment of the account. 


ARGENTINA 


The First National Bank of Boston 
has received the following cable report 
from its branch in Buenos Aires. Argen’ 
tina: 


The national budget for 1932 includes an 
income tax. The government deficit for 193) 
is about 125,000,000 pesos, against deficits 
of 352,000,000 pesos in 1930 and 199,000, 
000 pesos in 1929. The 1931 favorable 
trade balance was 279,020,400 paper pesos, 
compared with an adverse balance of 284, 
270,400 the year before. The December com: 
bined bank statement shows deposits down 
25,658,000, loans down 5,547,000, cash up 
18,468,000, cash reserve 19.8 per cent. 
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Current Conditions in Canada 


HERE has been but little net 
change in business during the last 


month.” So says the Canadian 
Bank of Commerce, Toronto, in its 
Monthly Commercial Letter for Febru- 
ary. “Seasonal influences, the uncer- 
tainties surrounding the business world, 
the curtailment of development work 
throughout the country and _interna- 
tional exchange difficulties have further 
depressed certain industries; thus, steel 
production in December was so small as 
to bring that for the year 1931 to the 
lowest level since 1924, and preliminary 
reports indicate that there was but 
slight, if any, improvement in January. 
On the other hand, some secondary in- 
dustries in the footwear and textile 
groups have maintained their record of 
stability, and the leading automobile 
manufacturers increased their produc- 
tion in December and January, though 
the output was below that of these 
months in 1930-31. As was expected, 


the newsprint mills curtailed their op- 
erations somewhat in December, and no 
marked change for the better may be 
expected until March. The mid-autumn 
increase in lumber production noted in 
the preceding issue of this Letter was 
apparently in excess of immediate mar- 
ket requirements, for the December cut 
in British Columbia was substantially 
reduced, for which of course the holiday 
season and the usual accompanying shut- 
down of many mills was partly respon- 
sible. Production in the Pacific Coast 
industry, in which British Columbia 
mills are grouped, was reported early in 
January as at the lowest level in years 
but as having been increased in the last 
three weeks of the month, though below 
the weekly output in December. One 
interesting point in respect of the lum- 
ber industry is that according to the re- 
ports of the National Lumber Manufac- 
turers’ Association orders for lumber in 
the United States have as a rule ex- 
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ceeded production of several months 
past. Accordingly, the excessive stocks 
in that country have been reduced, a 
development in favor of Canadian lum- 
bermen, who find their largest market in 
the United States.” 


COMMODITY PRICES 


Commodity prices in several instances 
fell in February to the lowest point in 
many years, according to the February 
23 Business Summary of the Bank of 
Montreal. Rubber, copper, sugar, zinc, 
hides and dairy products come within 
this category. “Wheat,” says the Sum- 
mary, “has risen in price by a few cents 
per bushel, and it is noteworthy that the 
export of wheat from Canada in Janu- 
ary, although smaller in quantity than 
in the corresponding month last year, 
was slightly higher in value. The stock 
of wheat remaining in Canada, 188,- 
068,000 bushels, is about 4,000,000 
bushels less than at this time last year.” 


CAR~LOADINGS 


Car-loadings are still decreasing, a 
gain over last year in the second week 
of January proving transitory, the Sum- 


mary says. “Total loadings at February 
6 were 22,451 cars less than a year ago, 
and in coal and coke alone has an in- 
crease occurred.” 


MINING 


“Activity in mining,” according to the 
Summary, “is at a rather low ebb in the 
case of coal, copper, zinc and _ nickel, 
while production of gold is being vigor- 
ously prosecuted. In January the On- 
tario output of gold, $3,682,708, was ap- 
proximately $400,000 more than in the 
corresponding month last year.” 


FOREIGN TRADE 


In regard to foreign trade, the Bank 
of Montreal’s Summary has this to say: 
“Although the value of external trade 
of Canada continued its downward 
course in January, an aggregate of $994,- 


997,000 for the ten months of the cur. 
rent fiscal year to date comparing with 
$1,496,031,000 in the corresponding 
period last year, it is notable that the 
balance of foreign trade appears to have 
definitely turned in favor of Canada, 
Last month the excess of domestic ex- 
ports over imports amounted to $4, 
252,000, compared with an excess of 
imports last year of $5,686,000, and in 
the elapsed ten months of the current 
fiscal year exports have exceeded imports 
by $14,694,000 against an import excess 
of $79,441,000 in 1930-31. An improve- 
ment of close upon one hundred millions 
in the foreign trade balance in the short 
period of ten months is an important 
accomplishment in its bearing on mone- 
tary exchange. A feature of the returns 
for January is the growth of trade with 
Great Britain in exports from Canada. 
Last month exports to Great Britain 
amounted to $9,871,000, an increase of 
$1,889,000 over the corresponding month 
last year, while in January exports of 
Canadian products to the United States, 
at $17,286,000, were $4,767,000 less 
than in 1931.” 


FOREIGN EXCHANGE RATES 


The question of foreign exchange rates 
in Canada is set forth in enlightening 
fashion by the Royal Bank of Canada, 
Montreal, in its February Monthly 
Letter. It says, in part: 

“When the importer has to pay a high 
price in Canadian dollars for some for- 
eign currency, it is difficult for him to 
realize that the disadvantages which he 
suffers from having to pay this premium 
are exactly offset by the bonus which is 
received by the person who sells wheat 
or other Canadian products abroad. 
When we realize that our government, 
our provinces and our municipalities 
must pay a bonus for New York funds 
in order to meet their interest payments, 
the disadvantages of the present situa: 
tion stand out very plainly, but we are 
inclined to forget that there is an off- 
setting benefit to the wheat and dairy 
farmers, to the newsprint companies and 
to the lumber industry. If this were the 
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whole story and the advantages of one 
group were weighed against the disad- 
vantages of the other group, it might 
seem worth while to keep Canadian cur- 
rency at par. The low value of the 
dollar, however, has permitted Canada 
to maintain a higher price level than 
would otherwise be possible, and it is 
this higher price level which has pre- 
vented business from falling off as 
rapidly in Canada as it has in some 
other countries. It is, perhaps, fair to 
say that the ultimate advantages of a 
premium on gold are offset by the dis- 
advantages to the country as a whole, 
while the higher price level is a net 
advantage to the country.” 


INTERNATIONAL BANKING 
NOTES 


N commemoration of the seventy-fifth an- 

niversary of its founding, the Bank of 

the Philippine Islands has published a one- 

hundred-page booklet which contains a 
history of the bank and a summary of its 
present activities, along with a large number 
of interesting illustrations. The bank was 
established in 1851 as the “Banco Espanol- 
Filipino de Isabel II.” 


Net profits of the National Provincial Bank 
Limited, London, for 1931 were £1,747,007 
after making provision for rebate of discount 
on current bills and making a transfer to the 
credit of contingencies account, out of which 
provision for all bad and doubtful debts has 
been made. To this sum has been added 
£673,814 brought forward from the last pre- 
vious account, making a total of £2,420,822, 
which has been allocated as follows: 


To interim dividend of 8 per cent. 

subject to deduction of income 

tax £758,353 
To final dividend 758,353 
To pension fund 100,000 
To carry forward 804,115 


To provide for depreciation in the bank's 
investments, the directors have transferred 
from the reserve fund £1,479,416, leaving 
the balance of the reserve fund at £8,000,000. 
This transfer brings the investments into the 
balance sheet at or below their market price. 

The bank has paid up capital of £9,479,- 
416, current accounts of £261,503,042 and 
total resources of £289,438,600. 
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Manhattan— 30 West 34th Street 
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Tel. Triangle 1946 


BALANCE sheet of the Imperial Bank of India, 
Calcutta, as of January 1, 1932, showed 
paid up capital of Rs. 5,62,50,000, reserve 
of Rs. 5,42,50,000 and total resources of - 
Rs. 88,55,34,000. 


CONDENSED statement of condition of the 
Hungarian Commercial Bank of Pest, Buda- 
pest, as of December 31, 1931, showed cap- 
ital of 25,000,000 pengo, surplus of 30,500,- 
000 pengo, deposits of 305,556,501 pengo 
and total resources of 429,614,663 pengo. 

Net profit of the bank for the year 1931 
was 5,597,359 pengo, as compared with 
5,938,510 pengo for the previous year, a 
decrease of 6 per cent. “In spite of the ex- 
tremely adverse conditions,” says the annual 
report, “this bank has been able to allocate 
from the current profits full amount to the 
writing-off on the securities account and all 
other necessities in accordance with our very 
conservative time-honored principles. The 
decline in the prices of securities, which in 
several cases has been very heavy, was fully 
considered.” 
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new book value, 356.51 per snare. 


Investment Position of New York 


Bank Stocks 


By Howarp S. Hoit 
Of Hoit, Rose & Troster, New York 


HARES of leading New York City 

banks and trust companies, banking 

equities of the highest grade, are in 
a strong investment position. 

1. Book values, after all year-end 
adjustments, are in several notable cases 
still at a discount. 

2. Financial condition is extremely 
liquid. Assets consisting of cash, United 
States Government securities, demand 
loans, acceptances, etc., are in very high 
ratio to deposits. 

3. Regular earnings from 1931 op- 
erations were well maintained, covering 
dividends satisfactorily. 

4. Yields are very attractive. 


BOOK VALUES 


For the week ending February 20, 
1932, sixteen of the leading stocks were 
quoted at 1.03 times book value, the first 
time since November, 1931, that book 
values on the average have not been dis- 
counted. This level is not yet in line 
with the long-term average, as even in 
the post-war depression of 1921 New 
York City bank stocks on the average 
sold at 14% times book value. However, 
as evidence of the return of more nearly 
normal ratios, this improvement enhances 
the outlook for those stocks of leading 
calibre that are still at a discount. 

Following their conservative policy, 
New York City banks set aside substan- 
tial reserves, in most cases over and above 
current requirements. These excess re- 
serves may properly be regarded as an 
isolated portion of book value set aside 
as a protection against the future, and 
capable of returning to surplus and un- 
divided profits contingent upon future 
requirements. Current book values, 
therefore, may be said to be understated 
to the extent of these free and unal- 


located reserves, a factor which gives 
added weight to present market to hook 
value ratios. 


LIQUIDITY 


Through a combination of circum- 
stances originating in the depression, 
New York City banks and trust com- 
panies have evolved an extremely liquid 
condition. As of December 31, 1931, 
the ratio of quick assets to demand lia- 
bilities of a group of sixteen leading 
banks and trust companies ranged from 
70 per cent. to as much as 150 per cent., 
a condition of exceptional strength. 


Assets are of excellent grade, the best 
available, designed for safety and liquid- 
ity. United States (sovernment obliga- 


tions, short-term securities, demand 
loans, prime commercial paper, etc., 
abound ‘in investment portfolios. Com- 
mitments in Germany are in small pro- 
portion to loans and discounts, are well 
secured by securities, commodities, or 
cash, and negotiations for extension of 
the standstill agreement have been suc- 
cessful. 
EARNINGS 


Earnings from 1931 operations of a 
group of sixteen institutions were 7.548 
per cent. on capital funds, compared 
with dividends totaling 7.024 per cent. 
on capital funds. 

That earnings thus covered dividends 
by an average of 7!4 per cent. in an 
adverse year is an achievement. Among 
the difficulties militating against earnings 
were (1) extraordinarily low money 
rates; (2) poor bond market; (3) de- 
flationary influences affecting deposits 
and credit accommodation; (4) high 
yield commensurate with safety con- 
spicuous by its absence. Yet in spite of 
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these obstacles, difficult as only a banker 
can fully appreciate, earnings were 
maintained at a satisfactory coverage of 
dividends. This is excellent work of 
able and resourceful management, man- 
agement of the type that has made New 
York City one of the great international 
money centers of the world. 

A more productive money market 
compared with the record low rates of 
1931, strength in Government bond 
prices and vigorous Washington efforts 
to check deflation all contribute to the 
improved outlook for earnings. 

In these times of various industrial 
uncertainties, dividend cuts and omis- 
sions and interest defaults are inevitable. 
Stable income from investments is much 
desired by both institutional and indi- 
vidual investors. 

New York City bank dividends are 
conservative. Recent adjustments in 
dividend schedules by leading institu- 


tions will make possible wider coverage 
by earnings without impairing the at- 
tractiveness of yields. For the week 
ending February 26, 1932, the average 
yield of sixteen stocks was 7.066 per 
cent., with earnings of 7.593 per cent. 

The leading banks, dating back to the 
early years of the United States, have 
been paying dividends without interrup- 
tion for many decades. 

Conservative book values, highly 
liquid investment portfolios, adequate 
earnings and high yield are the outstand- 
ing features of the present investment 
position of New York City bank stocks. 

In addition to this current position, 
the inherent permanence, safety and ca- 
pacity for growth of leading institutions 
combine to create an ideal combination 
of investment qualities, such as to make 
New York City bank stocks preferred 
mediums where representation in solid, 
conservative banking equities is desired. 





Banking room in the new building of the North City Trust Company, Philadelphia. 

The especially designed depositors’ desks are of Italian marble and stainless steel; 

the metal work throughout the room is of wrought iron, cadinium plated. The vault, 

an installation of the Herring-Hall-Marvin Safe Co., is at the rear of the banking 
room, with a mezzanine housing the title department above it. 
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How Banks Are Advertising 


A Monthly Review of Current Financial Publicity 


MARCH, 1932 


THE CHILD APPEAL IN BANK 
ADVERTISING 


OT so many years ago 
Nee advertising was 

full of vault doors, 
pointing hands, slogans and 
trademarks. Big words and 
big figures were equally pop- 
ular. And the keynote of all 
bank advertising was dignity, 
impersonality. 

But bank advertising men 
ff today are much too astute 
to confine their efforts to this 
type of advertising. They 
use dignity and formality in 
their proper places, to be 
sure, but they know, too, 
how to make the personal 
appeal that will so often 
reach a prospect who would 
be touched by nothing else. 

As a result of this, “the 
kiddies” have become one of 
the most effective weapons at 
the command of the bank 
advertising department. 

It began with the savings 
banks and savings depart- 
ments, who used the appeal 
of children in two ways: 
frst, to suggest that parents 
save for their children’s fu- 
ture education and security, 
and, second, to induce par- 
ents to open accounts for 
their children and teach the 
children to make regular de- 
posits in them. When the 
trust movement began to at- 
tain such widespread popu- 
larity a few years ago, the 
child-appeal was promptly 


taken over for that type of 
advertising. 

The artists have kept pace 
with the copy-writers and 
such charming youngsters 
have appeared in bank ad- 
vertisements that their ap- 
peal is practically universal; 
even childless persons who 
live in apartments under or 
houses next door to abodes 
of small children have paused 
to read them. To fathers 
and mothers they have been 
almost irresistible. 


An advertisement of the 
Trust Company of New Jer- 
sey, Jersey City, which is re- 
produced in these columns, is 
a splendid example of good 
illustration. Here the photo- 
graph of three charming chil- 
dren comprises most of the 
advertisement. The brief 
copy, under the heading, 
“Three Reasons to Save,” 
reads as follows: 


You are wrapped up in your 
children. Their future is wrapped 
up in you. You are rich in your 
children. Make them fortunate 
in their parents. 

Save to give them every op- 


Three Reasons to Save 


You are wrapped up in your children, Their 
future is wrapped up in you. You are rich in 
your children. Make them fortunate in their 
parents. 

Save to give them every opportunity in life. 
No stronger incentive is possible! 


THE TRUST COMPANY 
of NEW JERSEY 
Journal Sq., Jersey City, NJ. Eleven Offices om Hudson Commty 
LARGEST BANK IN HUDSON COUNTY 
Member of Northern New Jersey Clearing House Association 


A savings advertisement which depends almost entirely 
upon illustration for its effect. 
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PEATHERS 
and 


MOTHERS 


HE importance of the savings account as a necessity for every family 


and every individual was never so apparent as in this year of 1931. 


* Your boys and girls in Cleveland schools, depositing their nickels and dimes 


through the School Savings System, get an carly knowledge of moncy and 


saving which will be of life-long value to them. * School Savings is operated 


by this bank, in co-operation with the Board of Education, in most ele- 


mentary and Junior High schools. * Your co-operation is cordially requested. 


Incorporated 1849 


Society for Sovings 


in the Gity of Cleveland 
Public Square 


SAVINGS 


PUT YOUR 


Addressed to fathers 
explains school savings. 


and 


mothers, 
Here again the illustration is a 


IN A SAVINGS BANK 


this advertisement 


large part of the advertisement’s appeal. 


portunity in life. No stronger 
incentive is possible! 


A savings advertisement 
which portrays seven chil- 
dren is one of the Society for 
Savings in Cleveland, also re- 
produced in these columns. 
Here again the illustrations 
form the major part of the 
advertisement. Addressed to 
parents, this advertisement 
reads: 


The importance of the savings 
account as a necessity for every 
family and every individual was 
never so apparent as in this year 
of 1931. Your boys and girls 


in Cleveland schools, depositing 
their nickels and dimes through 
the School Savings System, get 
an early knowledge of money 
and saving which will be of life- 
long value to them. School Sav- 
ings is operated by this bank, 
in co-operation with the Board 
of Education, in most elementary 
and Junior High schools. Your 
co-operation is cordially  re- 
quested. 


The Union Trust Com- 
pany of Cleveland uses the 
child appeal in a commercial 
department = advertisement 
captioned “Own Your Own 
Home.” = The _ illustration 
here consists of a_ family 
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group looking at an attrac 
tive doorway. In addition 
to the caption mentioned 
above, there is only one other 
sentence of copy, “We make 
first mortgage loans at 6%.” 

A trust advertisement of 
the same bank is_ headed, 
“Son, I've changed my 
mind,” and shows a father 
talking to his young-man son 
Copy reads: 


“I'm not going to turn every 
thing over to you, to manage 
for your mother and your sister, 
as we had planned. 

“No, I haven't lost faith in 
you—that is, no more than | 
have in myself. The fact is, son, 
I've come to question the ability 
of any one man to be infallible 
in the management of money. 

“IT used to think I knew how 
to handle money. But in 1929 
and 1930—When I think of 
what I ought to have done and 
failed to do—the mistakes I've 
made, the losses I've taken 

“Now, perhaps you'll prove a 
wiser man than ]—but we can't 
take chances, son, with the com 
fort of mother and sister. 

“So I've changed my mind. 
I'm trusteeing the whole thing 
at the bank—where group judg: 
ment governs investments. 

“After all, aren't you glad to 
have the responsibility off your 
shoulders?” 


Amusing silhouettes show 
ing children in various ac 
tivities are used in some ef- 
fective advertisements by 
the State-Planters Bank and 
Trust Co., of Richmond, Va. 
One of the group, showing 
a small boy with a dog and 
a football, is captioned “Chil- 
dren, Pets and Sports,” and 
reads as follows: 


. give pleasure and add to 

the zest of living. So does a 
growing savings account 

which also instills self confidence. 

This institution, established 

1865, and a member of the Fed 
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eral Reserve System, affords you 
banking protection. 
Use our services! 


In these advertisements the 


illustrations are used simply 
to attract attention, and the 
copy is not written particu- 
larly about children. 


HOW BANKS ARE ADVERTISING 


A SERIES of five talks on fi- 
nancial subjects of particular 
importance in 1932 is being 
presented in a local hotel un- 
der the sponsorship of the 
women’s department of the 
First Wisconsin National 
Bank of Milwaukee. In an- 
nouncing the series a double- 
fold card was sent out 
which, when unfolded, dis- 
played a small portrait of 
each of the five speakers, 
with his name, business con- 
nection and subject. The 
date on which each speaker 
was to appear appeared at 
the extreme left. On the out- 
side of the card, in the upper 
left-hand corner, were repro- 
duced small calendars show- 
ing the months of February 
and March. The dates of the 
talks were marked on the 
calendars in yellow. 


THE Equitable Trust Com- 
pany of Baltimore has pub- 
lished an excellent booklet 
explaining the life insurance 
trust, under the title, “The 


ance estate under a typical 
life insurance trust agree- 
ment and the co-ordination 
of life insurance and general 
estate for administration pur- 
poses. A typical life insur- 
ance trust plan is also pre- 
sented. 

The booklet was prepared 
primarily as a master booklet 
to be mailed to known life 
insurance trust prospects, ac- 
cording to J. Blake Lowe, 
second vice-president of the 
bank. He also suggests send- 
ing it to life insurance agents 
and representatives in a local 
territory who are on the 
mailing list of the trust de- 
partment. 

“I have attempted to do 
two things in this booklet,” 
says Mr. Lowe. “First, to 
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stress the advantages of life 
insurance in the creation of 
an estate; second, to present 
by a practical method of de- 
duction the advantages of 
the life insurance trust in 
the administration of that 
estate. It seems to me that 
too many trust booklets have 
been written to sell the 
banker and not enough writ- 
ten to sell the man on the 
street, who carries sufficient 
insurance, but who is not 
familiar with modern trust 
service.” 


THE Pennsylvania National 
Bank and Trust Company, 
of Pottsville, Pa., is not leav- 
ing entirely to the anti- 
hoarding committee of Presi- 
dent Hoover the problem of 
ending hoarding in its par- 
ticular community. It has 
published a small, four-page 
folder in which it urges 
people of that community to 
“put idle money back to 


A Four Year Old 
BUSINESS MAN: 


Eyes sparkling. be strides along beside his father It is Seturday 
morning and he making # deposit in his nsvings account. a0 
tmportant business transection 

11 was over twenty-Gve years ago when his grandfather frst 
bought bonds from ws Shortly after the organisation of our 
bank. his grandfather also became « customer of both banking 


and trust departments His mother. when still » small girl. 
learned the lesson of thrift from her savings sccount. a= 
account still ow our books Both his lather and mother have 
checking sccounts in this bank and hie baby brother has © 
savings account 

We take particular pride in serving this four-year-old busines: 
man. We hope that as the years pass. be, too. will come to ues 
the mary services we offer 

Like the three generations of this family. many find the com. 
plete range of service thia bank offers both convenient and 
worth while Our officers in cach department will be happy to 
daecuss with you ways and means of best serving your iterests 


Life Insurance Trust Made 
Plain.” It explains the four 
different ways in which per- 
sonal life insurance may be 
made payable and discusses 
the advantages and disadvan- 
tages of each plan. This dis- 
cussion leads easily up to the 
life insurance trust plan, 
which is explained in detail. 
Accompanying charts show 
the distribution of an insur- 


MONROE STREET NEAR LA SALLE TELEPUONE STATE e100 


Harris Trust and Savings Bank 
ph hs eng rse 
BARRIS TRUST BUILDING. CHICAGO 


Your PBRBSON AL BANE 


Copy, illustration and heading combine to create interest 
in this savings advertisement using the child appeal. It 
was run in newspapers by a Chicago bank. 





362 


work.” “Buy what you 
need,” it says, “deposit the 
rest in a strong bank such as 
the Pennsylvania National 
Bank and Trust Company 
where it will not only be 
safe, but earn money for 
you, thanks to compound in- 
terest.” 

The folder is patriotically 
printed in blue and red on 
white paper. 


In a February newspaper 
advertisement the Bank of 
Savings in New York im- 
pressed its age and prestige 


i MY WIFE, 


I BEQUEATH 


upon readers by announce- 
ment that four of its early 
trustees fought under George 
Washington in the Revolu- 
tionary War. The names of 
the four were given. 


No individual is too young 
to be considered as a pros- 
pective customer by the Wil- 
liamsburgh Savings Bank of 
Brooklyn, N. Y. It even 
gets out special advertising 
matter to appeal to the very 
young. One of its recent ef- 
forts in this direction is a 
colorful folder containing 


ALL THAT I HAVE 


cee and NO WORRIES” 


l, hasn't been easy for you 
to build your insurance estate. You've 
paid the price in struggle, heartache, 
and worry as well as in cash. You've 
shouldered the burden gladly to assure 
your loved ones peace and comfort 
if anything should happen to you 
*Someone must take up the burden 
when you are gone. Will it be carried 
by the experienced, grief - bowed 
shoulders of your wife or by the broad, 
sturdy, experienced shoulders of this 
great bank? « The whole history of 
insurance estates proves that if you 
force the load on your wite, she wil! in- 
herit all your worries. But an insurance 
trust at the Guardian gives her peace 
and comfort. Since that is what you 
carry insurance for, dee the Guardien 
today to INSURE your intentions. 

“ENSURING YOUR INTENTIONS” 
Thee ottroctive bree boot let 
donc bos the mony hoipte! 
besteres of © Geerdion 
Inserence Trost Got row 


eer ot any Guerdeen Olbice 


A charming illustration 


in this 


GUARDIAN 


BRA Rb 
TRUST COMPANY 
ee | 


trust advertise- 


ment of a Cleveland bank combines the wife and 
child appeal. 
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the story of “How Nutter’s 
Pennies Grew to Dollars,” 
The folder is attractively 
gotten up and contains a 
large number of illustrations, 
The story told is simple 
and interesting—that of a 
squirrel. 

On the last page is copy 
headed “Notes to Parents,” 
saying that the bank has tried 
to interest the children in 
saving by the story of Nut- 
ter, but that it is up to the 
parents to see that their 
children receive the start 
they deserve—a savings ac 
count. 


ALTHOUGH it is not, strictly 
speaking, bank advertising, 
many bank advertising man- 
agers are confronted with 
the problem of getting up 
booklets and display adver- 
tisements designed to rent 
office space in the combina- 
tion bank and office build- 
ings which are being con- 
structed by metropolitan 
banks. A particularly good 
looking one, gotten up by 
Fred M. Staker, assistant 
vice-president of the Com- 
merce Trust Company of 
Kansas City, is being sent 
out by that institution. 

This booklet is 8! by 11 
inches and contains sixteen 
pages, in addition to the 
cover. Its effect is distinctly 
one of elegance, the result of 
good quality paper and 
excellent photography and 
printing. 

The cover is of heavy, 
rough, white paper, on 
which is tipped an unusual 
view of the bank building, 
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taken from the base, and 

| ‘ooking up the side of the 
structure. The picture is 
‘4 by 7 inches. 

The inside pages, printed 
in black on heavy, coated, 
white stock, contain a large 
number of interior views of 
the foyers, elevator lobby, 

Tete, of the bank and views 
of a number of offices in the 
| ouilding. 
“Tenants of 
building,” says the introduc- 
tory copy, “have six things 
in mind when selecting busi- 


an office 


iss quarters: 1. Location. 
. Light. Air. 4. Ser- 
‘ice. 5. Neighbors. 6. Ren- 


|. Very briefly this book- 
t tells in words and pic- 
; res why the Commerce 
uilding fulfills the most ex- 
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« 
i | the time-to start « definite plan of saving 
| et us help you—with a Sevings Account 





& SAVINGS COMPANY | 
ore 






| Three of a group of savings advertisements published in January by a Birmingham, Ala., 
manager of the bank's advertising department, says they * 
“are doing a worthwhile job for us on the street.” 


J. Martin Smith, Jr., 


' idea of ‘shirtsleeves’ copy” and 
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acting requirements on all 
these facilities.” 


A TIMELY advertisement 
published at the beginning of 
the new year by the Girard 
Trust Company of — Phila- 
delphia asks, in the headline, 
“Does Last Year's Plan Fit 
This Year’s Estate?” Copy 
reads: 


With the closing of the year, 
business houses are reviewing 
their past record and making 
adjustments that will fit present 
conditions. That is routine 
business procedure. 

It is equally advisable that the 
individual review his present es- 
tate plans in conjunction with 
new values in order that his in- 
tentions may be accomplished. 

The Estate Planning Depart- 
ment of the Girard Trust Com- 
pany is in a position to assist 
you in reviewing your plan. 
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N man knows when he will be called 
| | upon for ready cash. Especially 

when the welfare of others u his 
chief concern. In times of need, 2 “Backlog 
of Savings” oftens proves a frend indeed! 
© Money in « Sevings Account grows sur- 
prisingly fast. $10 deposited each week for 
5 years becomes $2,782.70. For 10 years, 
$6,012.16 For 15 vears, $9,760.06 And, 
while building up your “Backlog of Savings” 
you enjoy the happiness of knowing you have 
If vou are not pre- 
"Backlog of 








@ growing cash reserve 
pared for emergencies with » 
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A coupon to be filled out 
and returned asked for a 
copy of the company’s estate- 
planning booklet. 


IN these columns in Decem- 
ber, we described at length 
the first of a series of direct- 
mail trust circulars being 
sent out by the Birmingham 
Trust &@ Savings Company, 
of Birmingham, Ala. The 
mailing piece was especially 
noteworthy for the printed 
name and address as the 
heading of the letter and on 
the envelope. The second of 
the series went out under 
date of December 18. It 
was similar in form to the 
first and the copy discussed 
the living trust. J. Martin 
Smith, Jr., manager of the 
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LOANS FOR 
HOME AND 
BUSINESS 


I. THE FINANCING of new construction 


or the refinancing of existing liens, the 


services of a strong financial institution 


are a very decided asset. 


The expansion of your business quarters 


or the remodeling of your home may be 
quickly and easily handled with more 
dispatch through such an institution. 

The interest rate on such loans is un- 
usually low, no brokerage fee is charged. 
We will deem it a pleasure to discuss 


your financial requirements with you. 


SECOND NATIONAL BANK 


MAIN AT RUSK 


& 


HOUSTON, TEXAS 


The excellence of this advertisement of a Texas bank— 
its modern art work and typography—is a splendid ex- 
ample of what is being done in bank advertising in the 


so-called “great open spaces.” 


This advertisement would 


be a credit to banks in the greatest financial centers 
of the country. 


bank’s advertising depart- 
ment, says that the first of 
the letters “aroused even 
more comment than we had 
anticipated.” 

Mr. Smith has an inter- 
esting portfolio which he 
sends us each month. It 
contains examples of the ad- 
vertising done by the bank 
during the previous month 


and, pasted to the inside 
front cover, a mimeographed 
description of each piece of 
advertising, telling details of 
publication and returns. 


THE Wachovia Bank and 
Trust Company of Winston- 
Salem, N. C., has reprinted 
in booklet form some thirty 
advertisements of the testi- 
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monial type which were run 
originally as newspaper ad- 
vertisements. Each adver. 
tisement is approximately § 
by 10 inches in size and con. 
tains the portrait, signature 
and statement of a promi 
nent customer of the bank 
The names of the customers 
alone testify to the prestige 
of the Wachovia. 

In an introduction to the 
booklet, the president of the 
Wachovia says: 


The banker may think that 
all departments of his institution 
offer a high degree of cour 
tesy, consideration, fairness and 
promptness in their dealings with 
the public. But experienced cus- 
tomers know. 

It is on this simple basis that 
we have presented in the news: 
papers during recent months the 
views of a number of our cus 
tomers—a few of the 100,000 
who, by their continued patron: 
age, express their approval of 
Wachovia politics. The publish 
ing of these statements brought 
forth so many expressions of in 
terest and approval from our 
friends and customers that we 
were prompted to reprint them 
in booklet form. 

These Wachovia customers 
testify to the high standard of 
service which we have always 
endeavored to maintain. It is 
our earnest desire not only to 
continue these standards but to 
improve them, and if at any time 
you have criticisms to offer— 
whether favorable or otherwise— 
we shall be as much interested 
in receiving them as we were in 
receiving the statements quoted 
in these pages. 


Co-OPERATING in the obser’ 
vance of National Thrift 
Week, the Bank of America 
N. T. & S. A., of California, 
published an advertisement 
designed (1) to assist in 
creating desire and deter 
mination to save on the part 
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of new and prospective de- 
positors, and (2) to stimu- 
late renewed activity in 
small or dormant savings ac- 

Under a_ heading 
Save More During 

was the following 


counts. 
‘Tl 
1932,” 
copy: 


Here is a formula that has 
enabled thousands of men and 
women to accumulate safe, ade- 
quate reserve funds. Perhaps it 
will help you: 

1. A Definite Goal . Re- 
solve that you will build and 
maintain a savings reserve equal 
to six months’ normal income. 

2. A Workable Plan 
Budget expenses in advance and 
include savings in your budget. 

3. A Sure Method . . . Every 
pay day, without fail, deposit in 
your savings account at least ten 
per cent. of your earnings. 

If you already have an inter- 
est-bearing savings account, let 
us urge that you add to it regu- 
larly. 

Or if you wish to open a new 
account, you are invited to join 
the many thousands who save 
with Bank of America. 

During 1931, our savings de- 
positors shared interest-dividends 
of more than 17 million dollars! 
... Your nearest Bank of 
America branch will welcome the 
opportunity to serve you. 


WHILE window display ad- 
vertising has not been 
adopted by Canadian banks 
to the extent that it has been 
by financial institutions in 
the United States, the Royal 
Bank of Canada, in its new 
Beaver Hall Branch in 
Montreal, recently used a 
safe deposit display which 
brought considerable favor- 
able comment as well as a 
number of prospective cus- 
tomers. The display con- 
sisted of a nest of ten boxes, 
showing three different sizes, 


made of wood which had 


been painted to resemble 
steel. One of the doors was 
slightly ajar and an actual 
box was placed on top of the 
nest, with several legal-look- 
ing documents telling the 
story of its use. A placard 
presented the story and in- 
vited the reader to inspect 
the bank’s safe deposit de- 
partment. 


The display is now being 
used by other branches of 
the bank in Montreal and 
will be followed at intervals 
by others. 


“SINCE 1856” is the title of 
a booklet which the M & T 
Trust Company of Buffalo, 
N. Y., has published in 


observance of the seventy’ 


\ 


Flying Start 


‘THEY'RE OFF! ... A flying start! .. . 
And the better the start, the better the 
chance of winning! 

That is why, here at the Emigrant 
Bank, we have constantly urged upon 
our depositors the wisdom of depositing 
regularly a tenth of their salary or in- 
come — at least for a five-year period. 
At the end, you have a balance equal to 
more than half « year’s salary! A bal- 
ance that will double itself in # surpris- 
ingly short time if you let it stay on 
deposit, drawing interest. Such a fund, 
never to be touched except to meet emer- 
gencies or to take advantage of golden 
opportunities, gives you the invaluable 
protection and the “flying start” of what 
we call Living Insurance. 

Backed by such a sizable reserve, any 
person has a real advantage in his race 
toward freedom from financial worry 
and toward success in life. And it is an 
easy matter to build a Living Insurance 
Fund. At our offices you will find much 
valuable and practical information, col- 
lected during our 81 years’ experience, 
which is yours for the asking. Here you 


SURPLUS AND UNDIVIDED 


EMI G 


will also find helpful advice and counsel, 
if you desire it, in working out the details 
to suit your own needs, 

Or send your name and address to 
either of qur offices, and booklets will 
be mailed to you. This is one of our six 
“Purpose Funds” — Marriage, Home, 
Education, Living Insurance, Travel, Old 
Age—which help depositors to aim their 
savings toward a definite goal. These 
funds are featured on pass-book stamps 
which are a reminder and incentive to 
regular deposits. 

Several accounts may be carried in 
trust for various members of your family. 
If you find it more convenient, you may 
transact your purpose-saving entirely by 
mail. On all accounts from $5 upwards 
we pay 314% interest from’ the day of 
deposit to the day of withdrawal — com 
pounded quarterly. 


7. 28© @ 
Assets more than $449,000,000, 
Over 259,000 depositors. . .. 
Safe Deposit Boxes available at 
51 Chambers Street. 


PROFITS COVER 653,006,000 
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INDUSTRIAL 


SAVINGS BANK 


Downtown: 51 Chambers Street Uptown: 415 Lexington Avenae, Cor. 43rd Street 


coum 


An interesting and attention-getting advertise- 


ment of one of New 


York City’s large sav- 


ings banks. 





Three thousand dollars that will buy 


clothes and furniture, that will pay for 


automobiles or loaves of bread. Three thousand 


dollars doing their bit toward trade stimulation. 


This three thousand dollars is the amount ex- 


pended daily for salaries by the First National of 


Saint Paul to insure prompt, efficient, courteous 


service to clients. It is our belief that a daily sal- 


ary total of such magnitude is an indication 


of a volume of business that can mean only 


one thing — satisfaction to customers whether 


they be Saint Paul individuals or out-of-town 


correspondent banks. 


The First National Bank 


OF SAINT PAUL @ MEMBER OF 
FIRST BANK STOCK CORPORATION GROUP 


A good-looking and readable advertisement pub- 
lished in magazines by a Saint Paul bank and 
pointed toward correspondent banks. 


fifth anniversary of its found- 
ing. In presenting the his- 
tory of the institution, the 
text has been divided into 
three parts, each one of 
which takes up one of the 
three twenty-five-year periods 
of the bank’s existence. A 
history of the community 
which the bank serves is 
included in the copy, since 
it is inevitably tied up with 
the story of the bank’s found- 
ing and growth. 

The copy is interestingly 
written and presented, and 
the booklet is typographi- 
cally excellent. Together they 


form a fitting observance of 
such an anniversary. 


The booklet consists of 
torty-eight pages, page size 
6% by 10 inches. The 
cover, of white paper, con- 
tains the title and name of 
the bank in brown, and a 
line-drawing of the entrance 
to the bank in dark green. 


Tue Fidelity Union Trust 
Company of Newark, N. J., 
has issued, “Can Women 
Learn to Manage Money?” a 
sixteen-page booklet, size 
6 x 9, printed on colored 


stock. The text of the book- 
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let discusses such matters as: 
the making of the family 
budget—when and by whom 
it should be made; how esti- 
mates are arrived at in de 
termining percentages of in- 
come to be applied to the 
various items of the budget; 
how accounts should be kept, 
and the uses and advantages 
of checking, savings and 
Christmas Club accounts, In- 
closed in a pocket in the back 
of the booklet are budget 
questionnaire, account, and 
financial inventory forms. 
The introductory text of the 
booklet reads: 


Our answer to this frequent 
question is: We know many 
women who have achieved a 
high degree of success in finan- 
cial management. We believe 
that every woman can learn to 
Manage money successfully if 
she desires to. 

There are, of course, thou 
sands of women who believe that 
it is not their business to worry 
about money management. On 
the other hand, there are many 
thousands more who recognize 
the opportunities and responsi 
bilities involved in the use of 
money. They have seen promis: 
ing business careers ruined and 
happy homes’ wrecked by 
thoughtless extravagance and 
haphazard spending. They have 
seen the children of their homes 
grow up to repeat the mistakes 
of their parents. They are ask 
ing, “How can these tragedies 
be avoided?” “What can we do 
to overcome our mistakes?” 
“How can we make the family 
income create greater happiness 
and advantage?” 

The purpose of this booklet 
is to help women answer these 
questions and to place at their 
command experienced financial 
service to aid them in achieving 
the satisfaction and advantage 
which can and should be theirs. 
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Modern 


HE era of big business of the last 
twenty-five years has firmly estab- 
lished the accounting profession in 
a position of dignity and stability. In 
fact, to install and supervise the methods 
of keeping track of the affairs of great 
corporations requires the services of men 
who must be highly skilled and highly 
paid. In incorporations, reorganizations, 
flotations of stocks and bonds, mergers, 
consolidations and numerous other phases 
of business and finance, the accountant’s 
services are essential. 

In partial realization of this rapid de- 
velopment many colleges are giving 
courses in accounting combined with 
other subjects. The Bentley School of 
Accounting and Finance of Boston was 
a pioneer in sensing that the field of 
accounting was so broad that a man who 
would make a real success in it must give 
his full time and effort to specialized 
preparation, just as he would have to do 
in the fields of law, medicine or en- 
gineering. The results of the last fifteen 
years have fully justified the vision of 
the founder and president of the school, 
Harry C. Bentley. 

The school began in 1917 with 
twenty-nine local students and grew, 
slowly at first, but with increasing mo- 
mentum as its graduates began demon- 
strating the superior grade of work 
which men who had specialized exclu- 
sively could do. In 1930-31 the total 
enrollment of the school in both day and 
evening divisions was 2711, with men 
coming from as far as Texas, California 
and South America, besides most of the 
states east of the Mississippi River. Men 
only are admitted to the Bentley School 
and they must be graduates of high 
schools or other schools of equal grade. 

There are no subjects taught other 
than those which directly apply to the 
accountant’s training. The school gives 





Trained Accountants Needed in 


Business 


more classroom hours of instruction in 
accounting in its two-year course than 
are given by any other school or college 
in the country. Among other distinctive 





Harry C. BENTLEY 


features of the school are the provisions 
that there is no forfeiture of prepaid 
tuition, if a man is obliged to withdraw, 
regardless of the reason; and that any 
one who has paid his tuition for a year 
and fails to make a passing grade may 
repeat the year without additional 
charge. 

Many of the largest and best known 
business and financial concerns in the 
country have for years taken additional 
groups of Bentley men from successive 
graduating classes and, during the de- 
pression of the last two years, when re- 
ductions in personnel have had to be 
made, the Bentley trained men have to 
a noticeable degree been retained. 


Exchange Restrictions for Travelers 


HAT effect will the exchange 

restrictions being imposed by 

various countries have on 
American travelers in those countries? 
This question is being asked of their 
bankers and travel agencies by Ameri- 
cans who are planning European or 
other foreign tours. 

In a survey made by the American 
Express Company, it is found that even 
though the exchange regulations recently 
instituted are frequently drastic, they 
have been formulated with a desire to 
avoid all possible inconvenience to 
travelers. 

Special recognition has been accredited 
American Express offices in many cases 
tc permit them to cash travelers’ checks. 
Permission has also been granted to 
American Express offices allowing de- 
livery of travelers’ checks to travelers on 
mail or cable orders. 

The following brief resumé answers 
the questions of persons who plan to 
travel or who have friends traveling in 
foreign countries. 


AustTrRIA: Travelers’ checks and letters of 
credit, which were formerly cashed at hotels, 
shops and other places in exchange for mer- 
-chandise or services, at the present time must 
be presented to authorized banks and ex- 
change offices. 

The American Express office has been 
granted an exceptional concession in that the 
‘company can cash these checks for foreigners, 
without limit. At other sources of encash- 
ment the maximum which can be cashed per 
person is 1000 schillings (approximately 
$140) per day. These amounts are con- 
trolled by entries in passports. Similar re- 
strictions are applied to foreign money. 

Special permission has also been obtained 
hy the company to continue making deliveries 
of mail and cable transfers and drawings 
against letters of credit. 

There are no frontier restrictions in re- 
gard to the amount of travelers’ checks car- 
ried by travelers leaving Austria. 


BeLcium: There are no government re- 
strictions in regard to travelers’ checks or 
letters of credit for incoming or outgoing 


travelers. American Express travelers’ checks 


are accepted at hotels and by merchants ex- 
actly as in the past. 


FRANCE: There are no government restric- 
tions in regard to travel funds. 

GrrMANyY: No limitations are set upon 
encashment of travelers’ checks. The regu- 
lations imposed by the German government 
limit the export of funds by any one person 
to RM-200 (about $50). The authorities, 
however, have informed the American Ex- 
press Company that frontier points have been 
instructed not to cause difficulty for foreign- 
ers leaving the country. Arrangements have 
been made for every foreigner who receives 
money or travelers’ checks from abroad 
through the company, to be furnished an 
official certificate that will serve to protect 
him if he must carry the travelers’ checks out 
of the country on his travels. 


Great Britain: There are no restrictions 
in Great Britain as to the encashment of 
travelers’ checks, nor are there any restric’ 
tions in regard to the delivery of travelers’ 
checks by mail or cable order. 


HoLitanpD: No restrictions. Travelers’ 
checks may be spent as in the past. 


Huncary: No restrictions. 
checks are accepted everywhere. 

The American Express has also been ad- 
vised that travelers’ checks may be delivered 
by mail or cable orders. Authorization from 
the National Bank of Hungary is required 
for each transaction. For the purchase of 
travelers’ checks by travelers a permit from 
this bank is also required. Upon arriving at 
frontier points, travelers must declare all 
funds carried by them. When leaving, they 
may take with them the same amount. 


Itaty: Travelers’ checks may be spent in 
Italy as in the past. They may also be de- 
livered against bank draft, actual foreign 
currency, letter of credit, or cable transfer. 
For the purchase of travelers’ checks by 
travelers, no permit is necessary up to the 
amount of Lire 10,000; in excess of this 
amount, authorization must be secured from 
the Bank of Italy. 


Spain: There are no restrictions against 
encashment of travelers’ checks. Travelers’ 
checks may also be delivered against bank 
draft, foreign currency, letters of credit or 
cable transfer. For the purchase of travelers’ 
checks by travelers permission is easily ob- 
tained from the Minister of Finance. 

Greece: Encashment of travelers’ checks 
in drachmas freely permitted but permit 
necessary for payment in dollar bills. 
Travelers’ checks cannot be delivered against 
letters of credit unless special permit has been 
secured from the Bank of Greece, but no 
difficulty will be experienced by travelers re- 
quiring moderate amounts. Travelers’ checks 
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are cashed without any difficulty throughout 
Greece, in fact, are much sought after. Pur- 
chase of travelers’ checks is permitted up to 
$500, over that amount special permit has to 
be obtained. 

For delivery of travelers’ checks on mail 
or cable orders at American Express offices, 
permit must be secured, but bona fide travel- 
ers should experience no difficulty. 

Under frontier regulations, travelers must 
not carry out of Greece more money than 
they brought in. 

Turkey: Encashment of travelers’ checks 
against local currency freely permitted. Dol- 
lars can be paid against travelers’ checks up 
to $23 per person, but for larger amounts 
permit must be secured. Purchase of travel- 
ers’ checks is restricted to bona fide travelers, 
and this for reasonable amounts. 

Delivery of travelers’ checks on mail or 


AMERICAN BANKERS ASSOCIATION, Los 
Angeles, October 3-6, 1932. Executive man- 
ager, Fred N. Shepherd, 22 East 40th street, 
New York City. 


AMERICAN BANKERS ASSOCIATION ExECu- 
tive Counctt, White Sulphur Springs, 
W. Va., April 25-27. Headquarters, Green- 
brier Hotel. Executive manager, Fred N. 


Shepherd, 22 East 40th street, New York 
City. 


AMERICAN INSTITUTE OF BANKING, Los 
Angeles, June 6-10, 1932. Secretary, Rich- 
ard W. Hill, 22 East 40th street, New York 
City. 


CALIFORNIA BANKERS ASSOCIATION, San 
Francisco, May 26-28. Headquarters, Palace 
Hotel. ‘Secretary, Andrew Miller, 632 Mills 
Building, San Francisco. 


CoLorADO BANKERS ASSOCIATION, Ever- 
green, June 17-18. Headquarters, Troutdale- 
in-the-Pines. Secretary, L. F. Scarboro, Moun- 
tain States Banker, Denver. 


ConNECTICUT BANKERS ASSOCIATION, New 
London, June 17-18. Headquarters, Hotel 
Griswold. Secretary, Charles E. Hoyt, South 
Norwalk Trust Company, South Norwalk. 


District OF COLUMBIA BANKERS ASSOCIA- 
TION, Hot Springs, Va., June 9-11. Secretary, 
George O. Vass, Riggs National Bank, Wash- 


ington. 


FINANCIAL ADVERTISERS ASSOCIATION, Chi- 
cago, September 12-15. Executive secretary, 
Preston E. Reed, 231 South LaSalle Street, 
Chicago. 








Coming Bankers’ Conventions 


rrr — na 


cable orders against letters of credit is per- 
mitted at the American Express office, under 
special authorization which requires the com- 
pany to make sure that the beneficiary is a 
bona fide tourist. 

Ecypt: No restrictions in regard to pur- 
chase, sale or negotiation of travelers’ checks. 

PALESTINE: No restrictions in regard to 
purchase, sale or negotiation of travelers’ 
checks. 

Russia: No roubles can be brought into or 
taken out of Russia. All other currencies 
must be declared at the border. 

There are no restrictions against bringing 
in American Express travelers’ checks. They 
are accepted everywhere, as dollars, and need 
not be changed into roubles. Travelers’ 
checks can also be sent by Americans to 
native Russians, or to foreigners residing in 
or traveling in Russia. 


FLorIDA BANKERS ASSOCIATION, Jackson- 
ville, June 3-4. Secretary, W. O. Boozer, 
Atlantic National Bank, Jacksonville. 


GrorGIA BANKERS ASSOCIATION, Augusta, 


April 12-13. Secretary, Haynes McFadden, 
900 Walton Building, Atlanta. 


IDAHO BANKERS ASSOCIATION, June 13-14 


Secretary, J. S. St. Clair, Boise City National 
Bank, Boise City. 


ILLINOIS BANKERS ASSOCIATION, Spring- 
field, May 23-25, 1932. Executive vice- 
president, M. A. Graettinger, 33 North La 
Salle street, Chicago. 


INDIANA BANKERS ASSOCIATION, Indian- 
apolis, May 19-20, 1932. Secretary, Forba 
McDaniel, 1308 Circle Tower, Indianapolis. 


INVESTMENT BANKERS ASSOCIATION, White 
Sulphur Springs, W. Va., October 22-26. 
Headquarters, Greenbrier Hotel. Executive 
vice-president, Alden H. Little, 33 South 
Clark Street, Chicago. 


Iowa BANKERS ASSOCIATION, Des Moines, 
June 20-22. Secretary, Frank Warner, 430 
Liberty Building, Des Moines. 


Kansas BANKERS ASSOCIATION, Kansas 


City, May 19-20. Secretary, W. W. Bow- 
man, Topeka. 


LouIsIANA BANKERS ASSOCIATION, Baton 
Rouge, April 18-19. Secretary, G. R. Brous- 
sard, Abbeville. 


MARYLAND BANKERS ASSOCIATION, Atlan- 
tic City, N. J., May 18-19. Secretary, James 
W. McElroy, First National Bank, Baltimore- 








>s 


THE BANKERS MAGAZINE 371 


MICHIGAN BANKERS ASSOCIATION, Macki- 
nac Island, July 11-13. Secretary, Kenneth 
M. Burns, 1713 Ford Building, Detroit. 


Mip-West REGIONAL Savincs CoNFER- 


ENCE, St. Louis, April 21-22. 


MINNESOTA BANKERS ASSOCIATION, St. 
Paul, June 7-9. Secretary, George Susens, 
718 National Building, Minneapolis. 


MissourR!I BANKERS ASSOCIATION, Excelsior 
Springs, May 17-18, 1932. Secretary, W. F. 
Keyser, Sedalia. 


MONTANA BANKERS ASSOCIATION, Glacier 
National Park, July 22-23. Secretary-trea- 


surer, R. E. Towle, Federal Reserve Bank, 
Helena. 


Morris PLAN BANKERS ASSOCIATION, 
Washington, D. C., October 6-8. 


NATIONAL FoREIGN TRADE CONVENTION, 
Honolulu, May 4-6. Headquarters, Royal 
Hawaiian Hotel. Secretary, O. K. Davis, 


1 Hanover Square, New York City. 


NaTIONAL SaAFe Deposir ASSOCIATION, 
Los Angeles, 1932. Secretary-treasurer, 
Ralph D. Slaymaker, Fidelity Safe Deposit 
Company, Kansas City, Mo. 


NATIONAL ASSOCIATION OF MuTUAL Sav- 
tNcs Banks, New York City, May 18-20. 
Headquarters, Waldorf Astoria Hotel. Ex- 
ecutive secretary, John W. Sandstedt, 347 
Madison avenue, New York City. 


New JERSEY BANKERS ASSOCIATION, At- 
lantic City, May 12-14. Headquarters, Hotel 
Chelsea. Secretary, Armitt H. Coate, Bur- 


lington County Trust Company, Moorestown, 
ING 


New Mexico BANKERS ASSOCIATION, Taos, 
May 13-14. Executive secretary, Mrs. Mar- 
garet Barnes, 318 North Sixth Street, Albu- 
querque. 


New York State BANKERS ASSOCIATION, 
Rye, June 13-15. Headquarters, Westchester 
Country Club. Executive manager, W. 
a Brown, 33 Liberty Street, New York 

rity. 


NortH CAROLINA BANKERS ASSOCIATION, 
Pinehurst. Secretary, Paul P. Brown, Raleigh. 


NortH DAKOTA BANKERS ASSOCIATION, 
Grand Forks, June 15-16. Secretary, W. C. 
Macfadden, 524 Broadway, Fargo. 


OKLAHOMA BANKERS ASSOCIATION, Tulsa, 
May 24-25. Secretary, Eugene P. Gum, 907 
Colcord Building, Oklahoma City. 


OrEGON BANKERS ASSOCIATION, Eugene, 
June 6-7. Secretary, T. P. Cramer, Jr., 629 
Lumbermen’s Building, Portland. 


Paciric Coast Trust CONFERENCE, Los 
Angeles, September 29-October 1. Under the 
auspices of the Trust Division, American 
Bankers Association. 


ReservE City BANKERS ASSOCIATION, 
Denver, 1932. Secretary, J. J. Schroeder, 
162 West Monroe street, Chicago. 


Savincs BANKS ASSOCIATION OF MAINE, 
Lakewood. September 7-8. 


BANK ASSOCIATION OF MASSA- 
Swampscott, Mass., September 
Headquarters, New Ocean House. 


SAVINGS 
CHUSETTS, 
15-17. 


SoutH DaKoTaA BANKERS ASSOCIATION, 
Watertown. June 1-3, 1932. Secretary, 
George A. Starring, Huron. 


SOUTHERN TRISTATE BANKERS (Arkan- 
sas, Mississippi, Tennessee), Memphis, May 
24-26. 


SOUTHERN TRUST CONFERENCE, Nashville, 
Tenn., April 29-30. Under the auspices of 
the Trust Division, American Bankers As- 
sociation. 


Texas BANKERS ASSOCIATION, Austin, 
May 10-12, 1932. Secretary, W. A. Philpott, 
Jr., Dallas. 


VircInia’ BANKERS ASSOCIATION, Old 
Point Comfort, June 23-25. Headquarters, 
Hotel Chamberlain - Vanderbilt. Secretary, 
C. W. Beerbower, First National Exchange 
Bank, Roanoke. 


WeEsT VIRGINIA BANKERS ASSOCIATION, 
Fairmont, May 26-27. Secretary, Homer 
Gebbardt, First Huntington National Bank, 
Huntington. 


WISCONSIN BANKERS ASSOCIATION, Mil- 
waukee. June 23-24. Headquarters, Hotel 
Schroeder. Secretary, Wall G. Coapman, 717 
Caswell Block, Milwaukee. 


REAPPOINTED TO COUNCIL 


J. ArtHUR House, president of the Guardian 
Trust Company of Cleveland, has been re- 
appointed a member of the Federal Advisory 
Council for 1932. The Council is made up 
of twelve outstanding bankers and business 
men, one from each of the Federal Reserve 
districts. 





EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, 


A. J. ROOS HEADS DIEBOLD 
SAFE & LOCK CO. 


A. J. Roos has been elected president and 
general manager of the Diebold Safe & Lock 
Co., Canton, Ohio, to succeed C. C. Upham, 
who died recently. Mr. Roos has been with 
the company for twenty-five years and has 
been closely in touch with the policies of 
Mr. Upham. For a number of years Mr. 
Roos has served as vice-president, assistant 
general manager and treasurer. 


A. J. Roos 
Newly elected president and general 
manager of the Diebold Safe & Lock 
Co., Canton, Ohio. 


His first position with the company was in 
the installation of a cost accounting system. 
His rise to responsible executive positions 
was rapid. As _ secretary-treasurer of the 
company, he for years directed the finance, 
accounting and estimating divisions of the 
company’s affairs. It was under Mr. Roos’ 
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initiative and supervision that the company’s 
product research laboratory was developed. 
As a result of this step the company has 
been developing new products which have at- 
tracted wide interest. 

Ralph K. Rex has been elected chairman of 
the board of directors and H. C. Weible sec- 
retary and treasurer. 


NEW OFFICERS FOR BANK OF 
AMERICA 


New officers have been elected in the Bank 
of America N. T. & S. A., of California, 
following the winning of control of Trans- 
america Corporation, with which the bank 
is affiliated, by the Giannini interests last 
month. A. P. Giannini becomes chairman of 
the board; Will F. Morrish succeeds Arnold 
J. Mount as president; and L. M. Giannini 
has been elected senior executive  vice- 
president. Dr. A. H. Giannini has been re- 
elected chairman of the executive committee; 
Leon Bocquaraz, vice-chairman; and W. E. 
Blauer, chairman of the general finance com- 
mittee. 

Two new members have been added to the 
board—Dr. Celestine Sullivan and A. J. 
Scampini. Active officers of the bank on the 
board will be limited to six. These are Mr. 
Morrish, Mr. Bocquaraz, Mr. Blauer, A. P. 
Giannini, Dr. A. H. Giannini and L. M. 


Giannini. 


VAULT CONTRACT AWARDED 


Contract for the vault in the Gulf Building 
Office of the Mellon National Bank, Pitts- 
burgh, has been awarded to the Diebold Safe 
& Lock Co., Canton, Ohio. The complete 
vault equipment will consist of a massive 
vault door, vault, ventilator emergency es- 
cape, steel vault lining, safe deposit boxes and 
lockers. 


ADVISORY COUNCIL OFFICERS 


WALTER W. SmitH, president of the First 
National Bank in St. Louis, has been re- 
elected president of the Federal Advisory 





Established 1837 


ADRIAN H. MULLER & SON 


81 WILLIAM STREET, NEW YORK 


STOCKS AND BONDS AT AUCTION 


Regular Auction Sales of all Classes of Securities Every Wednesday 


The Business of Banks, Bankers, Investors and Dealers in Securities Receives 
Prompt and Careful Attention 


Council. Melvin A. Traylor, president of 
the First National Bank of Chicago, has been 
named vice-president. The executive board 
is made up of Mr. Smith, Mr. Traylor, 
Robert H. Treman of Ithaca, N. Y., Howard 
A. Loeb of Philadelphia, John K. Ottley of 
Atlanta, and Walter S. McLucas of Kansas 
City. 


NOYES ELECTED CASHIER OF 
CHICAGO BANK 


Hitranp B. Noyes has been elected cashier 
of Central Republic Bank and Trust Com- 
pany, Chicago, to fill the vacancy caused by 
the election of Charles C. Haffner, Jr., to the 
office of executive vice-president last October. 
Mr. Noyes has been serving as comptroller 
of the bank. William E. Harrison, formerly 
assistant comptroller, succeeds Mr. Noyes as 
comptroller. 


WISCONSIN BANKSHARES’ 
ANNUAL MEETING 


NeT earnings of the Wisconsin Bankshares 
Corporation for 1931, after provision for 
dividends on underlying preferred stock, in- 
come tax and minority interests, were 20.6 
cents a share on the outstanding capital 
stock, according to the report of Walter 
Kasten, president. There were 9,836,367 
shares outstanding on December 31. The 
Wisconsin Bankshares Group is made up of 
fifty-three financial institutions in the State 
of Wisconsin, with combined resources of 
more than $300,000,000. 

Former officers have been re-elected for the 
coming year. 


NEW COIN TRAY 


A NEw stacking coin tray, especially designed 
for the handling of money in banks, cashiers’ 
cages and vault storage, has been developed 
by the Stackbin Corporation, of Providence, 
R. I. The coin trays are made of sheet 
steel, with the stacking feature made possbile 
by a rim that runs the entire length of the 
side of the tray. One tray can be stacked 
on top of another, thereby saving costly and 


limited space in cashiers’ cages and in vault 
storage space. Each tray nests deeply and 
securely into the tray below so that no 
amount of vibration can unstack them once 
they are piled on top of each other. 

The ends of each tray are partly cut away, 
so that packages of coins can be speedily re- 


New stacking coin tray, especially de- 
signed for banks by the Stackbin 
Corporation, Providence, R. I. 


moved. The contents of each tray are 
easily visible from either end without dis- 
turbing the trays above or below. 

The trays are made in five sizes to accom: 
modate various size coins. Each tray holds 
twenty standard packages of coins. The trays 
are finished in olive green lacquer. 


OFFICERS RE-ELECTED 


THE entire official staff of the Plainfield 
Trust Company, Plainfield, N. J., was re- 
elected for the coming year at the company’s 
annual meeting. 
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The Time To Buy 


And The Time To Sell 


Sound investment counsel would 


past three years. 


have guarded you from severe losses 


during th: 


As investment counsellors to a limited number of banks and private investors, 


maintain 
advise by 


constant supervision over 


bulletin. 


the security 


holdings of our clients. We do 
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STERLING CHANGES 


G. Y. KAUFMAN was elected vice-chairman 
and John M. McGrath a vice-president at a 
recent meeting of directors of the Sterling 
National Bank & Trust Co., New York. 
Both are former officers of the Chatham 


Phenix National Bank and Trust Company, 
of which Mr. Kaufman's father, Louis G. 
Kaufman, was president, prior to its merger 
with the Manufacturers Trust Company. 


A. P. GIANNINI 


Founder of the Bank of Italy and 
Transamerica Corporation, who last 
month displaced a group headed by 
Elisha Walker from control of Trans- 
america Corporation. Mr. Giannini 
had voluntarily resigned from control 
in 1930. The election was considered 
as a vindication of the Giannini polli- 
cies, which the Walker group had 
disapproved. Mr. Giannini is now 
chairman of Bank of America. 
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MANHATTAN CHANGES 


THE recent death of Paul M. Warburg has 
necessitated a number of changes in the 
companies comprising the Manhattan Group. 
J. Stewart Baker, formerly vice-chairman of 
the board of the Manhattan Company, New 
York, has been elected chairman of the board 
to succeed Mr. Warburg, and James P. War- 
burg, president of International Acceptance 
Bank, Inc., succeeds Mr. Baker as 
chairman of the board of the 
Company. 

F. Abbot Goodhue, president of Bank of 
Manhattan Trust Company, has been elected 
chairman of the board of International Ac- 
ceptance Bank, Inc., to succeed Paul M. War- 
burg. 


vice- 
Manhattan 


SAVINGS BANKERS WANT 
CLEARING-HOUSE 


More than 300 savings bankers went on 
record as favoring legislation which would 
enable them to establish a savings bank 
clearing-house or a central bank for the aid 
of weaker banks in emergencies, at a meeting 
last month of the Savings Banks Associa- 
tion of New York. The move, it was ex- 
plained, did not result from apprehension 
over the condition of banks but rather from 
a desire to set up additional safeguards against 
any emergency. The proposed central bank 
would make it possible for the savings banks, 
through their association, to extend aid to 
hard-pressed savings banks beyond that pro- 
vided by the mortgage liquidity bill. 


RECORDESK SAFE OPERATED 
ELECTRICALLY 


A COMBINATION desk, safe and place for filing 
records, all operated electrically, is the new 
Electric Recordesk Safe announced by the 
Diebold Safe & Lock Co., of Canton, Ohio. 
The new apparatus makes it possible for card 
records to be kept where they are used in- 
stead of being carried to and from protection 
in a safe or vault. 

When the door of the desk is opened, the 
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The Recordesk, a combination desk, safe and place for filing 
records, which is a new manufacture of the Diebold Safe & 


Lock Co., Canton, Ohio. 


card trays are raised electrically to operating 
position. One button automatically opens 
the door; a second closes it; and a third stops 
it when it is in motion. When the desk has 
heen opened, the door disappears into the 
body, thereby allowing unobstructed light 
and vision. 

One of the greatest advantages of this 
safe-desk, it is said, is the ease with which 
records are protected from fire during the 
day. The records are always in the desk, 
being removed only for posting, so that all 
the operator needs to do in case of fire is to 
push the button closing the safe. It will 
automatically close and lock. 


WASHINGTON’S TAPPAN HEAD- 
QUARTERS TO BE MUSEUM 


THE old DeWint house in Tappan, N. Y., 
which was Washington’s headquarters for 
three months in 1780, has been purchased 
by the Grand Lodge of the Masonic Order in 
New York and will be preserved as a museum. 
The transfer of the property was closed last 
month at the offices of the New York Title 
and Mortgage Company. 

One end of the old house has been “mod- 
ernized” by the erection of a newer struc- 
ture, but the remainder is as Washington 
left it and, after a thorough restoration, it 
will be just as it was in Revolutionary times. 

In the house will be the table on which 
General Washington signed the warrant con- 
demning Major Andre to be hanged as a spy. 
On the windows, one may observe the same 
old wooden shutters that George Washing- 
ton had put up so he could close them and 
not see the gallows being erected in the yard 
from which Major Andre was hanged. 


Credit for the preservation of the landmark 
belongs to Charles H. Johnson, commissioner 
of social welfare for the State of New York 
and grand master of Masons in New York. 
Commissioner Johnson was touring that sec- 
tion of New York last fall and admired the 
beautiful place. He was told that the house 
was to be sold and it would probably be 
turned into a road-house. Mr. Johnson 
stopped and paid with a personal check to 
hold the property. 

Title to the real estate was examined by 
Arthur Hopper, who represents the New 
York Title and Mortgage Company in Nyack, 
under the name of the Suburban Abstract 
Corporation. Funds to finance the purchase 
and to reimburse Mr. Johnson will be raised 
in the Masonic fraternities in New York 
State and the place will be opened as a 
museum in the summer. 


TRUST COMPANIES ASSOCIA- 
TION MEETS 


C. R. Dewey, vice-president of the board of 
the First Citizens Bank and Trust Company 
of Utica, N. Y., was elected president of the 
Trust Companies Association of the State of 
New York at the association's annual meet- 


ing last month. Merrel P. Callaway, vice- 
president Guaranty Trust Company of New 
York, and Edward H. Letchworth, vice- 
president and general counsel Marine Trust 
Company of Buffalo, were elected vice- 
presidents. L. Floyd Smith, vice-president 
First Citizens Bank and Trust Company of 
Utica, was named treasurer, and Henry L. 
Servoss, vice-president Chemical Bank and 
Trust Company, secretary. 
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CITIZENS BANK TO OPEN NEW 


BRANCH 


Tue Citizens National Trust & Savings Bank 
of Los Angeles will, early in April, open a 
new branch at the corner of Wilshire and 
Hauser boulevards, with frontage on both 
streets. 
























































PauL M. ATKINS 


Who has been placed in charge of a 
central control office established to 
market bonds held among the assets 
of suspended national banks. The 
agency, which was established by the 
Comptroller of the Currency, will 
function in co-operation with the New 
York Federal Reserve Bank, where it 


is located. 
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LESLIE G. McDOUALL HONORED 





As a tribute to the position he occupies in 
the life insurance trust movement in New 
Jersey and New York, Leslie G. McDouall, 
associate trust officer of the Fidelity Union 
Trust Company of Newark, N. J., was ten- 
dered a luncheon on February 15 by the 
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Testimonial presented to Leslie G. 
McDouall by the life underwriters of 
Newark, N. J. 





Newark Life Underwriters Association. A 
testimonial, bearing the signatures of the un- 
derwriters, was presented to Mr. McDouall. 

The Fidelity Union Trust Company has 
been a leader in the life insurance trust move- 
ment in New Jersey and Mr. McDouall was 
a member of the first life insurance commit- 
tee of the Trust Division, American Bankers 
Association. He has been made chairman of 
this committee for 1932, and other members 
of the committee were invited guests at the 
lunchecn honoring Mr. McDouall. 

Mr. McDouall is an honorary member of 
the New Jersey Life Underwriters Associa 
tion and was active in its formation. 

The testimonial, reproduced above, reads as 
follows: 

“Testimonial of Esteem to Leslie G. Mc- 
Douall, associate trust officer, Fidelity Union 
Trust Company of Newark, New Jersey, and 
honorary member of the Life Underwriters 
Association of Northern New Jersey, pre’ 
sented by the Life Underwriters of Northern 
New Jersey in appreciation of his splendid 
co-operation with the life underwriters 
fraternity.” 

















. Is large-scale banking safer than unit banking? 

. Is large-scale banking more profitable than small-scale banking? 
. Which type of banking is better able to serve the community? 
. Will large-scale banking emasculate the Federal Reserve System? 


. Will large-scale banking destroy unit banking and lead to mo- 
nopoly? 


. Will large-scale banking help or harm the farmer? 


These questions and other problems of unit vs. large- 
seale banking are discussed in 


Banking Concentration in 
the United States 


A Critical Analysis 
By JOSEPH STAGG LAWRENCE 


Mr. Lawrence, whose book Wall Street and Washington attracted 
nation-wide attention a few years ago, brings to this study an absolutely 
unprejudiced mind and a fresh, vigorous style. He is not engaged in 
the banking business and is neither for nor against “unit” banking. 

In order to find out which type of bank is safest for the depositor; 
most profitable for the stockholder and most useful to its customers, 
he has divided all of the banks in the country into four distinct groups, 
representing the large city bank; the medium-sized city bank; the 
country bank in states where failures have been few; and the country 
bank in the so-called “distress areas” where failures have been numerous. 

He has gathered together the facts and figures on the operating and 
balance sheet experience of these groups. From them he has evolved 
tables and charts to show the reader how these various groups actually 
compare. From this information definite conclusions may be drawn. 


BANKERS PUBLISHING COMPANY 
185 Madison Avenue, New York, N. Y. 


Please send me, postpaid, a copy of BANKING CONCENTRATION IN THE 
UNITED STATES. I agree to remit $5.00 within five days or return the book. 





BOOK REVIEWS AND NEW BOOKS 


Recent Announcements of Other Publishers 


Back TO Prosperity. By Stephen Leacock. 
New York: Macmillan. $1.25. 


THE British Imperial Economic Conference 
is to be held this spring and with this in 
mind Mr. Leacock presents in this book the 
chief problem facing the Empire and the en- 
tire world—that of harmonizing production 
and demand, without destroying individual 
liberty. He proposes, as a start toward the 
solution of this problem, the following: 

1. Cancellation of all war payments from 
nation to nation. 

2. An embargo on all trade with Russia, 
both buying and selling, by all parts of the 
British Empire. 

3. Setting-up of a system of Empire trade 
“on the idea of the eagerness of each con- 
stituent to buy as well as to sell, recognizing 
that the two are inseparable; and that for 
this end a plan of “three-cornered preference” 
be adopted, the purchases made in one part 
of the Empire being matched against sales in 
another. “To effect this a system of quota 
sales (sales en bloc at a fixed price) is advo- 
cated. These quota sales will act as a sort 
of ‘production to order’ and thus help to 
harmonize supply and demand. It is pro- 
posed that as a first and immediate step in 
the direction of integrated trade a super- 
tariff be adopted round the Empire.” 

4. Restoration of the gold standard with 
lesser quantity of gold in the sovereign and 
the dollar, and a more extended use of silver, 
especially in the form of monetary certificates. 

Known as a humorist as well as an econo- 
mist, Mr. Leacock combines the qualities of 
both in this volume, which, while written in 
an essentially serious vein, contains enough 
humor to make it much more readable than 
the usual volume on a similar subject. 


MOonETARY LEADERSHIP. 
London: 


By }. F. Darling. 
Ernest Benn, Limited. 75c. 


THE monetary leadership which Mr. Darling 
calls for has to do with the rehabilitation of 
silver, to be effected by reopening the Indian 
Mint to free coinage, the rupees to be used, 
at the value of one shilling and sixpence, as 
a basis for circulation of the Bank of England, 
and the adoption of a standard unit of value 
for the British Empire. 

It is the belief of many people that the 
free coinage of silver at some agreed ratio 
to gold would exert a great influence on 
restoring and maintaining prosperity, and Mr. 
Darling presents his arguments in support of 
this belief with clearness and fairness. 
Whether his views are right or wrong, they 
are of interest, because the “silver question” 
is again becoming a prominent topic of dis- 
cussion. 
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The proposal for a standard unit of value § 
for the British Empire also opens up a stimy | 
lating topic for debate. : 


INVESTMENT UNDERWRITING | 
IN 1931 


A RECORD of the nation’s financing activities 
for 1931 is presented in the latest volume on § 
American Underwriting Houses and Their 7 
Issues with Classification according to Indus- © 
try and Country, published by National Sta 
tistical Service, Inc., New York. g 
Otto P. Schwarzschild, editor of the pub ~ 
lication, states that the book shows the bank- | 
ing connections of corporations and the ™ 
financing done in a specific industry with © 
the names of the bankers and their associates 7 
as well as the public underwriting activities 7 
of American banking houses. The volume ~ 
also provides important supplementary credit 7 
information in that it reveals the syndicate 
associates of an investment house and the 
companies publicly financed. a 
The book also lists American and Canadian 
accountants, engineers, appraisers and lawvers 7 
and the issues in connection with which their 7 
reports have been referred to in public of 7 
ferings. q 
Continuing the previous practice, the rec: 
ord includes many pieces of major financings 7 
which had not heretofore been made public, © 


NEW BOOKS 


THE Money GAME. 
Popular edition. 
$3.75. 


PRICES AND PRODUCTION. 
Hayek. New York: Macmillan. $2. 


THe Comnace oF ENGLAND. ‘ By Charles 
Oman. New York: Oxford. $7. 


Broxers’ Loans. By Lewis Henry Haney ~ 
and others. New York: Harper. $5. 7 
A study of the relation between speculative 
credits and the stock market, business and 
banking. 


By Norman Angell. 
New York: Dutton. 


By Friedrich A. 


Tue Economics oF PusBLic UTILITIES; a 7 


reference book for executives, investors, 
engineers and students. New second edi- 
tion. By L. R. Nash. New York: Me 
Graw Hill. $4. 


Tue Pounp STERLING; a history of English 7 
money. New York: Oxford. $5. 


THE INTERNATIONAL GOLD PROBLEM; cok 7 
lected papers; a record of the discussions © 
of a study group of members of the Royal 
Institute of International Affairs, 1929 
1931. New York: Oxford. $4.50. 








